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American Institute of Certified Public Accountants

AICPA DIVISION FOR CPA FIRMS
SEC PRACTICE SECTION
Peer Review Manual
Instructions and Checklists

The instructions, checklists and programs contained in this manual
have been developed to assist reviewers in performing peer reviews
of member firms of the SEC Practice Section of the AICPA Division
for CPA Firms.
The checklists and programs are intended to be guides
and in application may require modification and tailoring.
This will
be particularly true in the case of very small firms and large,
multi-office firms.
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Team Captain Checklist

AICPA DIVISION FOR CPA FIRMS
SEC PRACTICE SECTION

Team Captain Checklists
This section of the SECPS Peer Review Manual contains
checklists, one of which must be used on every peer review:

(A)

two

Review team captain checklist.

(This
checklist
must
be
used
on
all
peer
reviews
conducted by committee-appointed review teams and may be
used on other types of reviews.)

(B)

Review
team
captain
checklist
for
firm-on-firm,
association-sponsored,
and state society-sponsored peer
reviews.
(This checklist must be used on all reviews of these
types unless the reviewer has chosen to use the review team
captain checklist in "A” above and submits a copy. )

Each checklist contains as Appendix A a questionnaire that, when
properly completed, should provide the documentation necessary
to comply with the Section's requirements for summary review
memorandums.
A copy of the firm-wide summary review memorandum
and of an appropriate team captain checklist must be submitted
to the staff of the Quality Review Division for all reviews,
whether conducted by committee-appointed review teams, firms, or
teams appointed by authorized associations or state societies.
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AICPA DIVISION FOR CPA FIRMS

SEC PRACTICE SECTION
Review Team Captain Checklist

This checklist should be used on peer reviews conducted by committee-appointed
review teams in conjunction with the General Instructions to Reviewers and other
guidance material issued to implement the peer review program of the SEC Prac
tice Section of the AICPA Division for CPA Firms.
References are to Standards
for Performing and Reporting on Peer Reviews.
(Section 2 in the SECPS Manual,
1986 edition.)
This checklist may also be used when conducting firm-on-firm or associationsponsored or state society-sponsored peer reviews.
If this checklist is not
used on such reviews, the team captain must prepare the abbreviated checklist
included elsewhere in this section of the Manual.
Questions regarding the use of this checklist or any other materials or about
the review in general should be directed to the AICPA Quality Review Division
staff member who initially contacted you or to the Quality Review Division at
(212) 575-6650.

Initial
I.
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Prior to the Review

1.

Review background information furnished by the
firm for completeness and obtain additional
information, if needed (Standards, pp. 2-14 and
2-15). If the firm has had a significant
acquisition of another practice, or divestiture of
a portion of its practice during or subsequent to
the peer review year, consult with the Peer Review
Committee to determine the scope of the review
(Standards, pp.2-13).

2.

Approve engagement letter drafted by AICPA staff
(call staff at AICPA).

3.

Discuss with AICPA staff the composition of the
review team. Consider the need for individuals
with expertise in specialized areas (Standards,
pp. 2-8 and 2-10) and the requirement that
reviewers be independent of the reviewed firm
(Standards, pp. 2-7 and 2-8 and Appendix A).
Review and approve the composition of the review
team.

TC-1
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4.

Discuss with AICPA staff the estimated date of
the firm-wide exit conference.1

5.

Call (or visit) the firm sufficiently in advance
(ordinarily three weeks) of the review in order
to make necessary arrangements. During the call
(or visit):

a.

Make certain that the firm has completed the
Quality Control Policies and Procedures
Questionnaire portion of the Peer Review
Program Guidelines (Section

b.

Obtain and evaluate documentation summarizing
the inspection program implemented by the firm
(Standards, pp. 2-15 and 2-16).

c.

If the firm uses quality control materials
(e.g., an audit and accounting manual or
standardized forms, checklists, or question
naires) that have been purchased from another
accounting firm or some other third party
and that have been reviewed by an independent
third party, obtain a copy of the most recent
report, letter of comments, and response
thereto issued in conjunction with the review
of those materials (Peer Review Program
Guidelines, p. 2-9).

d.

Obtain the following lists from the firm:2

•

Date

Those SEC audit clients for which the fees
for management advisory services exceed the
audit fees.

The review team ordinarily should not hold the exit conference until the re
sults of the peer review have been summarized and the report and letter of com
ments, if any, have been drafted, or a detailed outline has been prepared of
the matters to be included in these documents.
If there is uncertainty about
the type of report to be issued, the review team should postpone the exit con
ference until a decision is reached (Standards, p. 2-22).
In addition, the reviewer may wish to consider obtaining a list of SEC engage
ments where, since May 1, 1989, or the end of the last peer review year,
whichever comes later, the firm ceased to be the auditor.
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•

New SEC engagements (1) for which there was
a predecessor accountant or auditor, and (2)
for which the reviewed firm's first report
on accounting and auditing services related
to a period that ended during the firm's
peer review year (Update 6-B).

•

Those SEC engagements accepted since the end
of the last peer review year (or for the year
under review if the reviewed firm has not pre
viously had a review) where, as reported in a
Form 8-K, in a similar public filing, such a
document filed with the Office of the Comp
troller of the Currency, the Federal Reserve
Board, or the Federal Deposit Insurance
Corporation, or in a document filed with the
Federal Home Loan Bank Board that is avail
able to the successor auditor, the former
accountant resigned (or declined to stand for
reelection), or there was a reported dis
agreement over any matter of accounting prin
ciples or practices, financial statement dis
closure, or auditing scope or procedure, or
there was a reportable event as defined in
item 304(a)(1)(v)of SEC Regulation S-K
(Update 2).

e.

In setting the scope of the review, consider
litigation, proceedings, or investigations
against the firm or its personnel reported to
the Quality Control Inquiry Committee since
the date of the firm's last peer review
(Standards, pp. 2-12 and 2-13).

f.

Request firm to designate a partner or
senior staff member as liaison to provide
administrative assistance to the review
team.

g.

Discuss the travel and hotel arrangements
for the review, engagement letter, period
to be reviewed (Standards, p. 2-12), timing
of exit conference, etc.

h.

Ascertain which persons in the firm are
responsible for the various quality control
functions and arrange an interview schedule
for the review team with such persons.

TC-3
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i.

For multi-office firms, determine which pro
cedures must be reviewed at practice offices
and select certain offices for visit
(Standards, pp. 2-17 and 2-18). Inform the
reviewed firm of offices selected for visit
as close to the scheduled review dates as
practicable. However, the visits are not
expected to be on a surprise basis.

j.

Select a review period which covers a current
period of one year. This review period should
be mutually agreed upon by the reviewed firm
and the review team captain (Standards, p. 2-12
and Appendix B ). The review should ordinarily
be conducted within three or four months follow
ing the end of the year to be reviewed. The re
view period does not have to coincide with the
reviewed firm's fiscal year-end.

k.

Make an initial selection of engagements for
review. Engagements selected for review should
be those with years ending during the period
under review unless a more recent report has
been issued at the time of selection. Large,
complex, and high risk engagements, and the
firm's initial audits of clients should be
given greater weight in selecting engagements.
In addition, at least one of each of the follow
ing types of engagements should be selected for
review:

•

SEC engagements.

•

Engagements performed during the peer re
view year, or subsequently, in connection
with a filing under the Securities Act of
1933 (Update 3-E).

•

SEC clients where the fees for management
advisory services exceed the audit fees.

•

Engagements subject to the Government
Auditing Standards if the review is intend
ed to satisfy the requirements of those stan
dards (Update 10-D).

•

Multi-office engagements (the work performed
by the office with primary responsibility for
the engagement and by at least one of the do
mestic offices that performs work on a sig
nificant segment of the engagement).

TC-4
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•

II.

3

Date

All engagements, or portions of all engage
ments, in the offices visited that are on
both the list described in the second bullet
(new SEC engagements) and the list described
in the third bullet (resignations or reported
disagreements on new SEC engagements) of
step 1.5(d) on page TC-3. In any event, at
least one engagement on the list described
in the second bullet should be reviewed in
each office visited.

l.

For those engagements selected, request the
firm to complete the profile sheets of the
engagement review checklists.3 In order to
maintain client confidentiality, code numbers
should be assigned to engagements selected.
If the engagement working papers are not
located at the practice office to be visited,
request the firm to arrange for the working
papers to be forwarded (Standards, pp. 2-19
and 2-20).

m.

If the firm states that certain engagements
that you have selected are not to be review
ed, determine the reasonableness of the expla
nation. Consider what other actions may be
appropriate in the circumstances and whether
the engagements excluded from review place a
limitation on the scope of the review
(Standards, p. 2-13).

n.

Contact all review team members (if any) to
discuss arrangements with them.

At Beginning of Review (Before Starting)
1.

Arrive at the firm's office prior to the other
review team members in order to perform prelim
inary planning, as necessary.

2.

Meet with reviewers to orient them to firm
policies and procedures. Each team member
should read the sections of the firm's quality
control policies and procedures questionnaire

To minimize any inference that advance selections may afford undue oppor
tunities for last minute "clean-up" of the files, it is preferable that the
selection of some engagements not be made known to the firm (or office) until
the review team arrives (Standards, Appendix E).
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and the quality control document (if any)
relative to their part of the review.
3.

Introduce reviewers to appropriate firm personnel
and tour the office.
(A general meeting of
reviewers and firm personnel may be desirable.)

4.

Instruct the reviewers as to the manner in which
working papers, questionnaires, checklists, and
other notes relating to the review are to be
prepared during the course of the review to
facilitate summarization (Standards, pp. 2-22
and 2-23). Explain the method of documenting
the matters that, in the reviewer's opinion,
could be significant deficiencies in the design
of the firm's quality control policies and
procedures or significant lack of compliance
therewith and that might affect the review
team's report or be included in the letter
of comments.
(The form provided for
documentation of such items is captioned
"Matter for Further Consideration.")

5.

Make final selection of engagements for review.
Request the firm to fill out the profile sheets
and to provide the working papers and other
client files.

6.

Explain "key-area" concept of engagement reviews
to reviewers.
(See "Emphasis on Key Audit Areas"
in the Instructions to Reviewers.)

7.

Assign responsibilities for review of the
functional quality control areas, engagements,
and membership requirements.
(Engagement
reviewers must be independent with respect
to the engagement and not have a conflict of
interest—Standards, pp. 2-7 and 2-8 and
Appendix A). Time must be scheduled to permit
proper supervision and review of the work of
the reviewers.

8.

If the firm was previously reviewed
(Standards, p. 2-13):

a.
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Document the review team's evaluation of the
actions taken by the firm in response to
the prior report and letter of comments.
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b.

Consider whether matters, if any, discussed
in the firm's prior report, letter of
comments, and response thereto require
additional emphasis in the current review.

III. During the Review

1.

Gain an understanding of the firm's professional
management environment and the business environ
ment in which the firm and its clients practice.

2.

Prepare or supervise the preparation of modifi
cations to programs and tests of compliance with
the firm's quality control system after studying
and evaluating the system and the firm's inspec
tion program. Approve the nature and extent of
tests to be performed.

3.

Ascertain that the scope of the peer review
includes an adequate sample of audit and
accounting engagements and consider whether
there is a need for further modifications in
program or approach.

4.

Ascertain that for all engagements included on
the listing obtained in the third bullet of
item I. 5(d) the review procedures performed
include a review of (1) the existing clientacceptance documentation that relates to the
matters or procedures that were the subject of
the resignation, disagreement or reportable
event, and (2) such current or prior period's
engagement working papers, financial statements
or auditor's reports to the extent considered
necessary to be able to evaluate whether the
matters or procedures were handled appropriately.

5.

For multi-office firms, determine that arrange
ments are made for an exit conference at each
office visited by reviewers (to the extent
deemed necessary).

6.

Consult with AICPA staff whenever any of the
following situations develop:
a.

3/90

When difficulties are encountered or cir
cumstances appear to dictate departure from
the guidelines - e.g., such as in selection
of engagements for review.
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b.

When difficulties are encountered in select
ing a reasonable cross section of the firm's
accounting and auditing practice based on
the engagement selection criteria set forth
in the peer review standards.

c.

When the review team feels it does not have
the expertise required to satisfactorily
accomplish the required engagement reviews.

d.

When consideration is being given to discon
tinuing the review.

e.

When the team encounters a situation where it
and the reviewed firm disagree about whether
there is a need to take action to prevent
future reliance on a previously issued
report, pursuant to the AICPA's Professional
Standards, vol. 1, AU section 561.

f.

When the review team encounters a situation
where it and the reviewed firm disagree about
whether there is a need for additional
auditing procedures to provide a satisfactory
basis for a previously expressed opinion,
pursuant to the AICPA's Professional
Standards, vol. 1, AU section 390.

g.

When the review team encounters a situation
where it and the reviewed firm disagree about
whether the firm had a reasonable basis under
the standards for accounting and review ser
vices for the report issued.

h.

When issuance of a modified report is being
considered.

i.

When no letter of comments will be issued.

7.

Prepare a summary of "no" answers on engagements
for each office reviewed (see Exhibits B, C and
D of the Peer Review Program Guidelines). It
may be helpful to classify comments as those
relating to design, performance, compliancemembership, compliance-other, and documentation.

8.

Review the summary of "no" answers on engagements
(Step 7) and ascertain that all items considered
to be significant are included on a "Matter for
Further Consideration" (MFC) form.
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9.

Review all MFC forms, including the reviewed
firm's written responses. Make sure the reviewed
firm agrees with the facts or explains its
reasons for disagreement.

10.

Prepare, or obtain from the individual in charge
of the review of each office, a memorandum
summarizing the results of the review of that
office using the format suggested in Appendix A
to this checklist.

11.

Prepare draft of summary review memorandum
(Standards, p. 2-23 and Appendix A to this
checklist).

12.

Develop a list of points to be discussed at the
exit conference. Give appropriate consideration .
to the distinction between matters that may
require modification of the report, other matters
that should be included in the letter of comments,
and other comments or suggestions.

13.

Notify AICPA staff promptly if there is a change
in the date of the exit conference.

IV. At Completion of Review
1.

Communicate findings to appropriate individuals
at exit conference (Standards, p. 2-22).4 The
captain should direct the conference to the
maximum extent possible. Remind the firm that:
a.

The report and letter of comments, if any,
are not final until accepted by the Peer
Review Committee.

b.

It is the firm's responsibility to send the
report, and, if applicable, the letter of
comments and response thereto, to the AICPA
Quality Review Division within 30 days of the
date the report and letter of comments are
issued.

c.

The letter of response should be addressed
to the Peer Review Committee and should
describe the action(s) taken or planned
with respect to each matter included in the
letter of comments.

4See footnote 1.
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2.

Prepare appropriate report on results of the
review on AICPA letterhead supplied by AICPA
staff (Standards, pp. 2-24 to 2-28. See also
III. 6h above).

3.

Prepare letter of comments, if any, on AICPA
letterhead (Standards, pp. 2-28 to 2-31. See
also III. 6i).

4.

Complete summary review memorandum which should
cover the matters included in the attached
Appendix A and should be placed in the working
papers.
(Also, see Standards, p. 2-23.)

5.

Within 30 days of the exit conference, submit
report and letter of comments, if any, to the
firm.

6.

Communicate any suggestions on how to improve
auditing standards to the AICPA Auditing
Standards Division.
(See attached Appendix B.)
(This communication is optional.)

7.

Notify AICPA staff that review has been completed
and that report and letter of comments, if any,
have been issued.
(Use attached notification
form - Appendix C.)

8.

Prepare evaluations of review team members
utilizing forms supplied by AICPA and place in
working papers.

9.

When completed and in condition for review, send
all working papers to the AICPA Quality Review
Division by an insured carrier. The files should
be segregated as follows and should be sent under
separate cover:

10.

7/89

o

Working papers dealing with individual
engagement reviews.

o

Remainder of working papers, including office
and firm-wide summary review memorandums and
summary engagement checklists.

Approve bills for time and expenses of review
team members and submit them along with your
own bill to the AICPA Quality Review Division
for payment.
(Reviewers will be paid directly
by the AICPA.) Make sure the bills include the
federal employer identification number for Form
1099 purposes.

TC-10
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APPENDIX A

AICPA DIVISION FOR CPA FIRMS
SEC PRACTICE SECTION

Instructions for Use of
Summary Review Memorandum
Questionnaire

The "Standards for Performing and Reporting on Peer Reviews" require that a sum
mary review memorandum (SRM) be prepared. The purpose of the SRM is to document
(1) the planning of the review, (2) the scope of the work performed, (3) the
findings and conclusions supporting the report and letter of comments issued,
and (4) the comments communicated to senior management of the reviewed firm that
were not deemed of sufficient significance to include in the letter of comments.
Separate SRMs ordinarily should be prepared for each office visited, and a firm
wide SRM should be prepared describing the overall findings and conclusions.
The attached questionnaire, if properly completed, should provide the documen
tation necessary to meet the aforementioned objectives.
If there is insuffi
cient space in the questionnaire to fully describe any matters, additional
sheets should be used and attached to the questionnaire.

Experience indicates that the questionnaire can best be utilized for peer re
views of firms with three or fewer offices.
Peer reviews of firms with more
than three offices may require a separately prepared and more detailed memoran
dum.

A copy of the firm-wide summary review memorandum and of an appropriate team
captain checklist must be submitted to the staff of the Quality Review Division
for all reviews, whether conducted by committee-appointed review teams, firms,
or teams appointed by authorized associations or state societies.
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AICPA DIVISION FOR CPA FIRMS
SEC PRACTICE SECTION
SUMMARY REVIEW MEMORANDUM
Firm-Wide

Reviewed Firm's Name
Reviewed Firm's Address

_____________________________________________________
_____________________________________________________

Peer Review Year End
I.

Description of Firm

A.

Professional Staff Profile (if the firm has more than one office,
consider providing the breakdown by office):
TOTAL
Partners (or equivalent)
Managers (or equivalent)
Other Professionals
_____

B.

Accounting and Auditing Statistics:
OFFICES
TOTAL
No.of
Hrs. Engs.

Hrs.

No.of
Engs.

Hrs.

No.of
Engs.

No.of
Hrs. Engs.

Audits:
SEC Clients1
Other SEC
Engagements2
Governmental3
Other
Reviews
Compilations
Other Accounting
Services4

1Includes clients for which the firm is the principal auditor-of-record pursuant
to the first paragraph of the definition contained in Appendix D to Section 1
of the SECPS Manual.
2Includes other engagements defined as SEC engagements pursuant to the second
paragraph of the definition contained in Appendix D to Section 1 of the
SECPS Manual.

3Audits of governmental entities subject to the Government Auditing Standards.
Encompasses all
4

other accounting and auditing services for which professional

standards have been established, including engagements to report on an entity's
system of internal accounting control, its financial forecast, etc.
7/89
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C.

Indicate extent of industry specializations, if any:

II. Planning the Review
A.

Composition of Review Team:
1.

Team Captain____________________________________________________________

Firm_____________________________________________ Position______________
Areas of Experience5________________________ ___________________________

2.

Team Member _____________________________________________________________

Firm_____________________________________________ Position _____________
Areas of Experience5 ___________________________________________________

3.

Team Member _____________________________________________________________

Firm______________________________________________ Position ____________
Areas of Experience5 ___________________________________________________

5As it relates to the reviewed firm's practice.
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B.

Describe basis for and degree of reliance on the firm’s inspection pro
gram.
(Reliance should not be placed on the firm's inspection program
when one was not performed during the current year.)

C.

If the firm was previously reviewed, indicate, based on your evaluation
of the actions taken by the firm in response to the matters in the prior
report and letter of comments, whether such matters required additional
emphasis in the current review.

D.

Development of Review Program:

1.

7/89

Describe peer
therefrom:

review

programs

TC-15

used

and

indicate

any

deviations

E.

7/89

2.

Describe number of offices selected and basis for selection:

3.

Describe basis for selection of engagements:

In setting the scope of the review, did you consider the effect, if any,
of litigation, proceedings, or investigations against the firm or its
personnel reported to the Quality Control Inquiry Committee since the
date of the firm's last peer review?
Yes_____
No_____ .
If no, give
reason(s).
(Specific litigation should not be identified.)

TC-16

F.

If the reviewed firm performs management advisory services for SEC audit
clients and the fees for such services exceed the audit fees, did you
select one or more such audit engagements for review?
Yes ___ No ___
N/A
. If no, give reasons.

G.

Timing of Review:

Commencement _______________________________________ .
Exit Conference ________________________________________
Issuance of report and, if applicable, letter of comments _______________

Mailing of working papers to the AICPA Quality Review Division.

III. Scope of Work Performed
A.

7/89

Indicate functional areas not reviewed and give reasons:

TC-17

Engagements Reviewed:

B.

OFFICES

TOTAL
No. of
Hrs. Engs.

Hrs.

No. of
Engs.

Hrs.

No. of
Engs.

No. of
Hrs. Engs.

Audits:
SEC Clients6
Other SEC
Engagements7
Governmental8
Other
Reviews
Compilations
Other Accounting
Services9

Percentage of A&A
Practice Reviewed

C.

6See
7See
8See
9See
7/89

Were you requested not to review any engagements? Yes ___ No ___ .
If
yes, describe the reason for the request and whether you were satisfied
as to the reason and the effect on the scope of the review.

footnote
footnote
footnote
footnote

1.
2.
3.
4.

TC-18

IV. Overall Findings and Conclusions:

7/89

A.

Attach a copy of the report issued.

B.

Was a letter of comments issued?
Yes ____ No ___ .
If yes, attach a
copy. If no, give reason why no letter of comments was issued.

C.

Did the reviewed firm accept any SEC engagements since the end of the
last peer review year, (or for the year under review, whichever comes
later, if the reviewed firm has not previously undergone a peer review)
where, as reported in a Form 8-K, in a similar public filing, such as a
document filed with the Office of the Comptroller of the Currency, the
Federal Reserve Board, or the Federal Deposit Insurance Corporation, or
in a document filed with the Federal Home Loan Bank Board that is avail
able to the successor auditor, the former accountant resigned (or de
clined to stand for reelection) or there was a reported disagreement over
any matters of accounting principles or practices, financial statement
disclosure, or auditing scope or procedure, or there was a "reportable
event" as defined in item 304(a)(1)(v) of SEC Regulation S-K? Yes ____
No ____ .
If yes, how many?______. For such engagements, did the review
disclose any information that led the reviewers to question whether the
matters or procedures that were the subject of the resignation, dis
agreement or reportable event were handled appropriately by the reviewed
firm? Yes
No
. If yes, describe such situations fully and indi
cate whether they led the reviewers to conclude that the reviewed firm
should consider taking certain actions pursuant to AU Sections 561 or
390 [see questions IV.H and I on pp. TC-23 and 24].

TC-19

D.
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If the firm performed an inspection for the year covered by the peer re
view, or for a period close to the peer review year, do the inspection
findings differ in one or more significant respects from the findings of
the peer review?
Yes___ No___ .
If yes, briefly describe the general
nature of the differences and their effects on the scope of the peer re
view.

TC-20

E.

In a review of a multi-office firm, did the review team conclude that
the degree of noncompliance at one or more offices was of such signifi
cance that a condition was created in which there was more than a remote
possibility that the office(s) would not conform with professional stan
dards on accounting and auditing engagements? Yes___ No___ .
If yes,
briefly describe the nature and extent of the deficiencies noted in the
office(s) or attach a copy of the summary review memorandum prepared on
that office.

F.

If a letter of comments was issued, were there any matters included in
the letter that did not result in a modified report for which the review
team considered modifying the report? Yes___ No___ .
If yes, describe
such matters fully, including the basis for the conclusion that a report
modification was not warranted.10

10In such circumstances, AICPA staff should be consulted.

7/89

TC-21

G.

7/89

Briefly describe the nature and extent of each matter discussed at the
exit conference and/or communicated to senior management of the reviewed
firm that was not deemed of sufficient significance to include in the
letter of comments.
(Do not refer to Matter for Further Consideration
forms or other materials included elsewhere in the peer review working
papers.)
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H.
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Did the review disclose any situations that led the reviewers to con
clude that the reviewed firm should consider taking action to prevent
future reliance on a previously issued report, pursuant to the AICPA’s
Professional Standards, vol. 1, AU section 561?
Yes______ No____ .
If
noted, describe such situations fully, indicate whether the firm did
consider the matter, describe the actions the firm has taken or plans
to take, and indicate whether you concur with that action.

TC-23

I.
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Did the review disclose any situations that led the reviewers to con
clude that the reviewed firm should consider performing additional au
diting procedures to provide a satisfactory basis for a previously
expressed opinion, pursuant to the AICPA's Professional Standards, vol.
1, AU section 390?
Yes___ No___ .
If noted, describe such situations
fully, indicate whether the firm did consider the matter, describe the
actions the firm has taken or plans to take, and indicate whether you
concur with that action.
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J.
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Did the reviewers conclude in any instances that the firm lacked a rea
sonable basis under the standards for accounting and review services for
the report issued? Yes ___ No ___ .
If noted, describe such instances
fully, indicate whether the firm agrees with you, describe the actions
the firm has taken or plans to take, and indicate whether you concur
with that action.
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Did the reviewers conclude in any instances that the firm lacked a
reasonable basis for a report issued in accordance with the standards
for accountants' services on prospective financial information or any
other standards not encompassed in Items H, I, and J of this section?
Yes ___ No ____ .
If noted, describe such instances fully, indicate
whether the firm agrees with you, describe the actions the firm has
taken or plans to take, and indicate whether you concur with that
action.
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L.

If reliance is being placed on the firm's inspection program for the
current year, did the reviewed firm's inspection program identify any
engagements on which the firm must consider taking action pursuant to
the standards cited in Items H, I, J, and K of this section?
Yes ___
No ___ .
If noted, describe such instances fully, indicate whether the
firm agrees with you, describe the actions the firm has taken or plans
to take, and indicate whether you concur with that action.

Team Captain ___________________________________
Date ____________________________________________
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ATTACHMENT
Cost Information (Required only for committee-appointed review teams)

A.

Budget to Actual Comparison

Budgeted
Hours

Total

Actual Hours____________
Team
Team
Captain
Member(s)

Planning

Review of Quality Control
System and Membership
Requirements
Engagement Reviews
Staff Interviews
Review of Working Papers

Reporting
Exit Conference
Other (describe if
significant)

Total Hours

Range per
Engagement Letter
Rate/Hour
Total Amount

B.

Does actual time exceed the upper end of the estimated range by more than
10%? Yes ___ No ___ .
If yes, describe the reasons for the overrun, indi
cate that the matter has been discussed with the reviewed firm, and indicate
whether the overrun is acceptable to the firm.

Team Captain __________________________________

Date___________________________________________
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APPENDIX B
(OPTIONAL)

COMMENTS TO IMPROVE AUDITING STANDARDS

A significant potential benefit of the peer review process is the opportunity it
provides to identify areas of practice where improvements can be made in the
professional standards.
The chairmen of both the SECPS and PCPS Peer Review
Committees meet annually with representatives of the Auditing Standards Board to
discuss the implications of peer review results for standard-setting. However,
the chairmen believe the personal advice of those participating in peer reviews
needs to be added to the process.

Your observations of the policies and practices in many different firms and your
judgments about the efficient and effective application of professional stan
dards are potentially valuable sources of input for the Board.
The Auditing
Standards Board would appreciate receiving your comments on the attached
questions as well as any other information that would be helpful to the
standard-setting process. Responses should address areas where standards can be
improved rather than specific peer review engagements and should not include the
names of any reviewed firms.
Responses should be sent directly to Dan M. Guy,
Vice President-Auditing, AICPA, 1211 Avenue of the Americas, New York, NY 10036.
The Auditing Standards Board thanks you in advance for your contribution.
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American Institute of Certified Public
Accountants
Division for CPA Firms
SEC Practice Section
Questionnaire
(use additional sheets for your comments, if necessary)

1.

Are there certain Statements on Auditing Standards that practitioners seem
to have unusual difficulty in applying? Yes ___ No___ . If yes, which ones?

2.

Have you observed a pattern of misapplication of any particular Statement on
Auditing Standards or auditing interpretation?
Yes ______
No ______ .
If
yes, which ones?_________________________________________________________________

3.

What type of clarification or guidance would help make these standards
clearer and more useful? ______________________________________________________

4.

Have you observed any practice areas where you believe additional auditing
guidance would be helpful?
For example, are there areas of practice where
firms' practices or policies differ significantly? __________________________

Team Captain _____________________________________

Date______________________________________________
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Appendix C
AICPA DIVISION FOR CPA FIRMS
SEC PRACTICE SECTION
REVIEW COMPLETION NOTIFICATION FORM

Date:

To:

From:

Re:

____________________________

Quality Review Division
American Institute of CPAs
1211 Avenue of the Americas
New York, NY 10036-8775

__________________________________ ________
(Name of the Review Team Captain)

Review of ____________________________________________________________________
Firm Number__________________________ Review Number_______________________

1.

On what date was the firm-wide exit conference held?

_________________

2.

When was the report delivered to the reviewed firm?

_________________

3.

What was the general nature of the report?*

_________________

4.

If the report was modified, what were the reasons
for the modification?*

5.

When will the working papers be shipped to the
AICPA Quality Review Division?
**********

Team Captain Signature _____________________________________________________________

* Please use the report codes on reverse.
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REPORT CODES
GENERAL NATURE OF THE REPORT

1
2
3
4
5
6
7

Unqualified Without a Letter of Comments
Unqualified With a Letter of Comments
Modified—Quality Control System (only)
Modified—Membership Requirements of the Division for CPA Firms (only)
Modified—Scope Limitation (only)
Modified—Quality Control System and Membership Requirements of the
Division for CPA Firms
Adverse

REASONS FOR QUALITY CONTROL SYSTEM MODIFICATIONS

301
302
303
304
305
306
307
308
309
310
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Independence
Consultation
Supervision
Professional Development
Assigning Personnel to Engagements
Hiring
Advancement
Acceptance of Clients
Continuance of Clients
Inspection

TC-36

1

AICPA DIVISION FOR CPA FIRMS
SEC PRACTICE SECTION
Review Team Captain Checklist
for Firm-on-Firm, Association-Sponsored
and State Society-Sponsored
Peer Reviews

This checklist should be used in conjunction with the other materials used by
your entity to implement the peer review program of the SEC Practice Section of
the AICPA Division for CPA Firms. A copy of this checklist should be submitted
to the AICPA together with a copy of the firm-wide summary review memorandum
(Appendix A), including copies of any documents incorporated by reference.
Questions regarding the use of this checklist or about the review in general
should be directed to the
AICPA Quality Review Division
at (212) 575-6650.1
Initial

I.
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Prior to the Review

1.

Review background information furnished by the
firm for completeness and obtain additional
information, if needed (Standards, pp. 2-14 and
2-15). If the firm has had a significant
acquisition of another practice, or divestiture of
a portion of its practice during or subsequent to
the peer review year, consult with the Peer Review
Committee to determine the scope of the review
(Standards pp. 2-13).

2.

Notify the AICPA staff of the composition of
the review team. Consider the need for individ
uals with expertise in specialized areas
(Standards, pp. 2-8 and 2-10) and the require
ment that reviewers be independent of the
reviewed firm (Standards, pp. 2-7 and 2-8 and
Appendix A). Review and approve the com
position of the review team.

NC-1
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3.

Notify the AICPA staff of the estimated date of
the firm-wide exit conference so that the SECPS
Peer Review Committee and/or POB staff can
coordinate oversight if appropriate.2

4.

Call the firm sufficiently in advance of the
review in order to make necessary arrangements.
During the call:
a.

Make certain that the firm has completed the
Quality Control Policies and Procedures
Questionnaire portion of the Peer Review
Program Guidelines (Section 1]".

b.

Obtain and evaluate documentation summarizing
the inspection program implemented by the firm
(Standards, pp. 2-15 and 2-16).

c.

If the firm uses quality control materials
(e.g., an audit and accounting manual or
standardized forms, checklists, or question
naires) that have been purchased from another
accounting firm or some other third party
and that have been reviewed by an independent
third party, obtain a copy of the most recent
report, letter of comments, and response
thereto issued in conjunction with the review
of those materials (Peer Review Program
Guidelines, p. 2-9).

d.

Obtain the following lists from the firm:3
•

2

3

Date

Those SEC audit clients for which the fees
for management advisory services exceed the
audit fees.

The review team ordinarily should not hold the exit conference until the
results of the peer review have been summarized and the report and letter of
comments, if any, have been drafted, or a detailed outline has been prepared of
the matters to be included in these documents.
If there is uncertainty about
the type of report to be issued, the review team should postpone the exit con
ference until a decision is reached (Standards, p. 2-22).

In addition, the reviewer may wish to consider obtaining a list of SEC engage
ments where, since May 1, 1989, or the end of the last peer review year,
whichever comes later, the firm ceased to be the auditor.
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•

New SEC engagements (1) for which there was
a predecessor accountant or auditor, and (2)
for which the reviewed firm's first report
on accounting and auditing services related
to a period that ended during the firm's
peer review year (Update 6-B).

•

Those SEC engagements accepted since the end
of the last peer review year (or for the year
under review if the reviewed firm has not pre
viously had a review) where, as reported in a
Form 8-K, in a similar public filing, such as
a document filed with the Office of the Comp
troller of the Currency, the Federal Reserve
Board, or the Federal Deposit Insurance
Corporation, or in a document filed with the
Federal Home Loan Bank Board that is avail
able to the successor auditor, the former
accountant resigned (or declined to stand for
reelection), or there was a reported dis
agreement over any matter of accounting prin
ciples or practices, financial statement dis
closure, or auditing scope or procedure, or
there was a reportable event as defined in
item 304(a)(1)(v)of SEC Regulation S-K
(Update 2).

e.

In setting the scope of the review, consider
litigation, proceedings, or investigations
against the firm or its personnel reported to
the Quality Control Inquiry Committee since
the date of the firm's last peer review
(Standards, pp. 2-12 and 2-13).

f.

Ascertain which persons in the firm are
responsible for the various quality control
functions and arrange an interview schedule
for the review team with such persons.

g.

For multi-office firms, determine which pro
cedures must be reviewed at practice offices
and select certain offices for visit
(Standards, pp. 2-17 and 2-18). Inform the
reviewed firm of offices selected for visit
as close to the scheduled review dates as
practicable. However, the visits are not
expected to be on a surprise basis.

NC-3

Date

Initial
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h.

Select a review period which covers a current
period of one year. This review period should
be mutually agreed upon by the reviewed firm
and the review team captain (Standards, p. 2-12
and Appendix B ). The review should ordinarily
be conducted within three or four months follow
ing the end of the year to be reviewed. The re
view period does not have to coincide with the
reviewed firm's fiscal year-end.

i.

Make an initial selection of engagements for
review. Engagements selected for review should
be those with years ending during the period
under review unless a more recent report has
been issued at the time of selection. Large,
complex, and high risk engagements, and the
firm's initial audits of clients should be
given greater weight in selecting engagements.
In addition, at least one of each of the follow
ing types of engagements should be selected for
review:
•

SEC engagements.

•

Engagements performed during the peer re
view year, or subsequently, in connection
with a filing under the Securities Act of
1933 (Update 3-E).

•

SEC clients where the fees for management
advisory services exceed the audit fees.

•

Engagements subject to the Government
Auditing Standards if the review is intend
ed to satisfy the requirements of those
standards (Update 10-D).

•

Multi-office engagements (the work performed
by the office with primary responsibility for
the engagement and by at least one of the do
mestic offices that performs work on a sig
nificant segment of the engagement).

NC-4

Date
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•

II.

4

Date

All engagements, or portions of all engage
ments, in the offices visited that are on
both the list described in the second bullet
(new SEC engagements) and the list described
in the third bullet (resignation or reported
disagreements on new SEC engagements) of step
I.4(d) on page NC-3. In any event, at least
one engagement on the list described in the
second bullet should be reviewed in each
office visited.

j.

For those engagements selected, request the
firm to complete the profile sheets of the
engagement review checklists.4 In order to
maintain client confidentiality, code numbers
should be assigned to engagements selected.
If the engagement working papers are not
located at the practice office to be visited,
request the firm to arrange for the working
papers to be forwarded (Standards, pp. 2-19
and 2-20).

k.

If the firm states that certain engagements
that you have selected are not to be review
ed, determine the reasonableness of the expla
nation. Consider what other actions may be
appropriate in the circumstances and whether
the engagements excluded from review place a
limitation on the scope of the review
(Standards, p. 2-13).

At Beginning of Review (Before Starting)
1.

Arrive at the firm's office prior to the other
review team members in order to perform prelim
inary planning, as necessary.

2.

Meet with reviewers to orient them to firm
policies and procedures. Each team member
should read the sections of the firm's quality
control policies and procedures questionnaire
for documentation of such items is captioned
“Matter for Further Consideration.")

To minimize any inference that advance selections may afford undue opportuni
ties for last minute "clean-up" of the files, it is preferable that the selec
tion of some engagements not be made known to the firm (or office) until the
review team arrives (Standards, Appendix E).
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3.

Make final selection of engagements for review.
Request the firm to fill out the profile sheets
and to provide the working papers and other
client files.

4.

Explain "key-area" concept of engagement reviews
to reviewers.
(See "Emphasis on Key Audit Areas"
in the Instructions to Reviewers.)

5.

If the firm was previously reviewed (Standards,
p. 2-13):

a.

Document the review team's evaluation of the
actions taken by the firm in response to
the prior report and letter of comments.

b.

Consider whether matters, if any, discussed
in the firm's prior report, letter of
comments, and response thereto require
additional emphasis in the current review.

III. During the Review

7/89

1.

Gain an understanding of the firm's professional
management environment and the business environ
ment in which the firm and its clients practice.

2.

Prepare or supervise the preparation of modifi
cations to programs and tests of compliance with
the firm's quality control system after studying
and evaluating the system and the firm's inspec
tion program. Approve the nature and extent of
tests to be performed.

3.

Ascertain that the scope of the peer review
includes an adequate sample of audit and
accounting engagements and consider whether
there is a need for further modifications in
program or approach.

4.

Ascertain that for all engagements included on
the listing obtained in the third bullet of item
I.4(d) the review procedures performed include
a review of (1) the existing client-acceptance
documentation that relates to the matters or
procedures that were the subject of the
resignation, disagreement or reportable events,
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and (2) such current or prior periods' engagement
working papers, financial statements, or auditor's
reports to the extent considered necessary to be
able to evaluate whether the matters or procedures
were handled appropriately.
5.

For multi-office firms, determine that arrange
ments are made for an exit conference at each
office visited by reviewers (to the extent
deemed necessary).

6.

Consult with AICPA staff whenever any of the
following situations develop:

a. When difficulties are encountered or cir
cumstances appear to dictate departure from
the guidelines - e.g., such as in selection
of engagements for review.
b. When difficulties are encountered in select
ing a reasonable cross section of the firm's
accounting and auditing practice based on
the engagement selection criteria set forth
in the peer review standards.

c. When the review team feels it does not have
the expertise required to satisfactorily
accomplish the required engagement reviews.

d. When consideration is being given to discon
tinuing the review.
e. When the team encounters a situation where
it and the reviewed firm disagree about
whether there is a need to take action to
prevent future reliance on a previously
issued report, pursuant to the AICPA's
Professional Standards, vol. 1, AU section
561.
f. When the review team encounters a situation
where it and the reviewed firm disagree
about whether there is a need for additional
auditing procedures to provide a satisfac
tory basis for a previously expressed opin
ion, pursuant to the AICPA's Professional
Standards, vol. 1, AU section 390.
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g. When the review team encounters a situation
where it and the reviewed firm disagree about
whether the firm had a reasonable basis
under the standards for accounting and
review services for the report issued.

h. When issuance of a modified report is being
considered.
i. When no letter of comments will be issued.
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7.

Prepare a summary of "no" answers on engagements
for each office reviewed (see Exhibits B, C and
D of the Peer Review Program Guidelines). It
may be helpful to classify comments as those
relating to design, performance, compliancemembership, compliance-other, and documentation.

8.

Review the summary of "no" answers on engage
ments (Step 5) and ascertain that all items
considered to be significant are included on a
"Matter for Further Consideration" (MFC) form.

9.

Review all MFC forms, including the reviewed
firm's written responses. Make sure the
reviewed firm agrees with the facts or explains
its reasons for disagreement.

10.

Prepare, or obtain from the individual in charge
of the review of each office, a memorandum sum
marizing the results of the review of that
office using the format suggested in Appendix A
to this checklist.

11.

Prepare draft of summary review memorandum
(Standards, p. 2-23 and Appendix A to this
checklist).

12.

Develop a list of points to be discussed at the
exit conference. Give appropriate consideration
to the distinction between matters that may
require modification of the report, other mat
ters that should be included in the letter of
comments, and other comments or suggestions.

13.

Notify AICPA staff promptly if there is a change
in the date of the exit conference.
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IV. At Completion of Review
1.

Communicate findings to appropriate individuals
at exit conference (Standards, p. 2-22).5 The
captain should direct the conference to the
maximum extent possible. Remind the firm that:

a.

The report and letter of comments, if any,
are not final until accepted by the Peer
Review Committee.

b.

It is the firm's responsibility to send the
report, and, if applicable, the letter of
comments and response thereto, to the AICPA
Quality Review Division within 30 days of
the date the report and letter of comments
are issued.

c.

The letter of response should be addressed
to the Peer Review Committee and should
describe the action(s) taken or planned
with respect to each matter included in the
letter of comments.

2.

Prepare appropriate report and letter of com
ments on the results of the review. If the
review is performed by another firm, the report
and letter of comments should be on the
reviewing firm's letterhead and signed by the
reviewing firm. If the review is performed by
a team appointed by an authorized association
or state society, the report should be on the
letterhead of the entity that appointed the
review team and signed by the review team cap
tain, without reference to the captain's firm.

3.

Complete summary review memorandum which should
cover the matters included in the attached
Appendix A and should be placed in the working
papers.
(Also, see Standards, p. 2-23.)

4.

Within 30 days of the exit conference, submit
report and letter of comments, if any, to the
firm.

5See footnote 1.
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5.

6.
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Within 30 days of the exit conference, submit
the following to the AICPA Quality Review Division:
a.

This checklist.

b.

Firm-wide summary review memorandum (Appendix
A), including copies of the report, letter of
comments, and any other documents incorporated
by reference (Standards, p. 2-23).

When completed and in condition for review, and
unless other arrangements have been made with the
Quality Review Division staff or the POB staff,
send all working papers to the AICPA Quality
Review Division by an insured carrier. The
files should be segregated as follows and should
be send under separate cover:
o

Working papers dealing with individual
engagement reviews.

o

Remainder of working papers, including
office and firm-wide summary review memo
randums and summary engagement checklists.

7.

Communicate any suggestions on how to improve
auditing standards to the AICPA Auditing
Standards Division.
(See attached Appendix B.)
(This communication is optional.)

8.

Notify AICPA staff that review has been completed
and that report and letter of comments, if any,
have been issued.
(Use attached notification
form - Appendix C.)
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APPENDIX A

AICPA DIVISION FOR CPA FIRMS
SEC PRACTICE SECTION

Instructions for Use of
Summary Review Memorandum
Questionnaire

The "Standards for Performing and Reporting on Peer Reviews" require that a sum
mary review memorandum (SRM) be prepared. The purpose of the SRM is to document
(1) the planning of the review, (2) the scope of the work performed, (3) the
findings and conclusions supporting the report and letter of comments issued,
and (4) the comments communicated to senior management of the reviewed firm that
were not deemed of sufficient significance to include in the letter of comments.

Separate SRMs ordinarily should be prepared for each office visited, and a firm
wide SRM should be prepared describing the overall findings and conclusions.

The attached questionnaire, if properly completed, should provide the documen
tation necessary to meet the aforementioned objectives.
If there is insuffi
cient space in the questionnaire to fully describe any matters, additional
sheets should be used and attached to the questionnaire.
Experience indicates that the questionnaire can best be utilized for peer
reviews of firms with three or fewer offices.
Peer reviews of firms with more
than three offices may require a separately prepared and more detailed memoran
dum.

A copy of the firm-wide summary review memorandum and of an appropriate team
captain checklist must be submitted to the staff of the Quality Review Division
for all reviews, whether conducted by committee-appointed review teams, firms,
or teams appointed by authorized associations or state societies.
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AICPA DIVISION FOR CPA FIRMS
SEC PRACTICE SECTION
SUMMARY REVIEW MEMORANDUM
Firm-Wide

Reviewed Firm's Name
Reviewed Firm's Address

_____________________________________________________
_____________________________________________________

Peer Review Year End

I.

Description of Firm
A.

Professional Staff Profile (if the firm has more than one office,
consider providing the breakdown by office):
TOTAL
Partners (or equivalent)
Managers (or equivalent)
Other Professionals
_____

B.

Accounting and Auditing Statistics:

OFFICES
TOTAL
No.of
Hrs. Engs.

Hrs.

No.of
Engs.

Hrs.

No.of
Engs.

No.of
Hrs. Engs.

Audits:
SEC Clients1
Other SEC
Engagements2
Governmental3
Other

Reviews
Compilations
Other Accounting
Services4

1Includes clients for which the firm is the principal auditor-of-record pursuant
to the first paragraph of the definition contained in Appendix D to Section 1
of the SECPS Manual.
2Includes other engagements defined as SEC engagements pursuant to the second
paragraph of the definition contained in Appendix D to Section 1 of the
SECPS Manual.
3Audits of governmental entities subject to the Government Auditing Standards.

4

Encompasses all other accounting and auditing services for which professional
standards have been established, including engagements to report on an entity's
system of internal accounting control, its financial forecast, etc.
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C.

Indicate extent of industry specializations, if any:

II. Planning the Review

A.

Composition of Review Team:

1.

Team Captain ____________________________________________________________

Firm _____________________________________________ Position _____________

Areas of Experience5 ___________________________________________________

2.

Team Member _____________________________________________________________
Firm _____________________________________________ Position _____________

Areas of Experience5 ___________________________________________________

3.

Team Member_____________________________________________________ _______
Firm ______________________________________________ Position ____________

Areas of Experience5 ___________________________________________________

5As it relates to the reviewed firm's practice.
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B.

Describe basis for and degree of reliance on the firm's
program.
(Reliance should not be placed on the firm's
program when one was not performed during the current year.)

C.

If the firm was previously reviewed, indicate, based on your evaluation
of the actions taken by the firm in response to the matters in the prior
report and letter of comments, whether such matters required additional
emphasis in the current review.

D.

Development of Review Program:

1.

7/89

Describe peer
therefrom:

review

programs
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used

and

indicate

any

inspection
inspection

deviations

E.
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2.

Describe number of offices selected and basis for selection:

3.

Describe basis for selection of engagements:

In setting the scope of the review, did you consider the effect, if any,
of litigation, proceedings, or investigations against the firm or its
personnel reported to the Quality Control Inquiry Committee since the
date of the firm's last peer review?
Yes_____
No_____ .
If no, give
reason(s).
(Specific litigation should not be identified.)
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F.

If the reviewed firm performs management advisory services for SEC audit
clients and the fees for such services exceed the audit fees, did you
select one or more such audit engagements for review?
Yes ___ No ___
N/A ___ . If no, give reasons.

G.

Timing of Review:
Commencement ____________________________________________
Exit Conference ________________________________________

Issuance of report and, if applicable, letter of comments

__________

Mailing of working papers to the AICPA Quality Review Division or the
POB, if requested
________________________________________
III. Scope of Work Performed
A.
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Indicate functional areas not reviewed and give reasons:
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Engagements Reviewed:

B.

OFFICES
TOTAL
No. of
Hrs. Engs.

Hrs.

No. of
Engs.

Hrs.

No. of
Engs.

No. of
Hrs. Engs.

Audits:
SEC Clients6
Other SEC
Engagements7
Governmental8
Other
Reviews
Compilations
Other Accounting
Services9

Percentage of A&A
Practice Reviewed __

C.

6See
7See
8See
9See
7/89

___

Were you requested not to review any engagements? Yes ____ No ___ .
If
yes, describe the reason for the request and whether you were satisfied
as to the reason and the effect on the scope of the review.

footnote
footnote
footnote
footnote

1.
2.
3.
4.
NC-18

IV. Overall Findings and Conclusions:
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A.

Attach a copy of the report issued.

B.

Was a letter of comments issued?
Yes ____ No ___ .
If yes, attach a
copy.
If no, give reason why no letter of comments was issued.

C.

Did the reviewed firm accept any SEC engagements since the end of the
last peer review year (or for the year under review) if the reviewed
firm has not previously undergone a peer review) where, as reported in a
Form 8-K, in a similar public filing, such as a document filed with the
Office of the Comptroller of the Currency, the Federal Reserve Board, or
the Federal Deposit Insurance Corporation, or in a document filed with
the Federal Home Loan Bank Board that is available to the successor
auditor, the former accountant resigned (or declined to stand for reelection) or there was a reported disagreement over any matters of
accounting principles or practices, financial statement disclosure, or
auditing scope or procedure, or there was a "reportable event" as
defined in item 304(a)(1)(v) of SEC Regulation S-K?
Yes_____ No_____ .
If yes, how many?______ .
For such engagements, did the review disclose
any information that led the reviewers to question whether the matters
or procedures that were the subject of the resignation, or disagreement,
or reportable event were handled appropriately by the reviewed firm?
Yes_____ No_____ .
If yes, describe such situations fully and indicate
whether they led the reviewers to conclude that the reviewed firm should
consider taking certain actions pursuant to AU Sections 561 or 390 [see
questions IV.H and I on pp. TC-23 and 24].

NC-19

D. If the firm performed an inspection for the year covered by the peer re
view, or for a period close to the peer review year, do the inspection
findings differ in one or more significant respects from the findings of
the peer review? Yes___ No___ .
If yes, briefly describe the general
nature of the differences and their effects on the scope of the peer re
view.
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E.

In a review of a multi-office firm, did the review team conclude that
the degree of noncompliance at one or more offices was of such signifi
cance that a condition was created in which there was more than a remote
possibility that the offices(s) would not conform with professional
standards on accounting and auditing engagements?
Yes____ No____ .
If
yes, briefly describe the nature and extent of the deficiencies noted in
the office(s) or attach a copy of the summary review memorandum prepared
on that office.

F.

If a letter of comments was issued, were there any matters included in
the letter that did not result in a modified report for which the review
team considered modifying the report? Yes___ No___ .
If yes, describe
such matters fully, including the basis for the conclusion that a report
modification was not warranted.10

10In such circumstances, AICPA staff should be consulted.
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G.

3/90

Briefly describe the nature and extent of each matter discussed at the
exit conference and/or communicated to senior management of the reviewed
firm that was not deemed of sufficient significance to include in the
letter of comments.
(Do not refer to Matter for Further Consideration
forms or other materials included elsewhere in the peer review working
papers.)
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H.
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Did the review disclose any situations that led the reviewers to con
clude that the reviewed firm should consider taking action to prevent
future reliance on a previously issued report, pursuant to the AICPA's
Professional Standards, vol. 1, AU section 561?
Yes______ No____ .
If
noted, describe such situations fully, indicate whether the firm did
consider the matter, describe the actions the firm has taken or plans
to take, and indicate whether you concur with that action.
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Did the review disclose any situations that led the reviewers to con
clude that the reviewed firm should consider performing additional au
diting procedures to provide a satisfactory basis for a previously
expressed opinion, pursuant to the AICPA's Professional Standards, vol.
1, AU section 390? Yes___ No___ .
If noted, describe such situations
fully, indicate whether the firm did consider the matter, describe the
actions the firm has taken or plans to take, and indicate whether you
concur with that action.
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J.
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Did the reviewers conclude in any instances that the firm lacked a rea
sonable basis under the standards for accounting and review services for
the report issued? Yes ___ No ___ .
If noted, describe such instances
fully, indicate whether the firm agrees with you, describe the actions
the firm has taken or plans to take, and indicate whether you concur
with that action.
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K.
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Did the reviewers conclude in any instances that the firm lacked a
reasonable basis for a report issued in accordance with the standards
for accountants’ services on prospective financial information or any
other standards not encompassed in Items H, I, and J of this section?
Yes ____ No ___ .
If noted, describe such instances fully, indicate
whether the firm agrees with you, describe the actions the firm has
taken or plans to take, and indicate whether you concur with that
action.
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L.

If reliance is being placed on the firm's inspection program for the
current year, did the reviewed firm's inspection program identify any
engagements on which the firm must consider taking action pursuant to
the standards cited in Items H, I, J, and K of this section? Yes ___
No ___ .
If noted, describe such instances fully, indicate whether the
firm agrees with you, describe the actions the firm has taken or plans
to take, and indicate whether you concur with that action.

Team Captain ___________________________________

Date____________________________________
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APPENDIX B

(OPTIONAL)

COMMENTS TO IMPROVE AUDITING STANDARDS

A significant potential benefit of the peer review process is the opportunity it
provides to identify areas of practice where improvements can be made in the
professional standards.
The chairmen of both the SECPS and PCPS Peer Review
Committees meet annually with representatives of the Auditing Standards Board to
discuss the implications of peer review results for standard setting. However,
the chairmen believe the personal advice of those participating in peer reviews
needs to be added to the process.
Your observations of the policies and practices in many different firms and your
judgments about the efficient and effective application of professional stan
dards are potentially valuable sources of input for the Board.
The Auditing
Standards Board would appreciate receiving your comments on the attached
questions as well as any other information that would be helpful to the
standard-setting process. Responses should address areas where standards can be
improved rather than specific peer review engagements and should not include the
names of any reviewed firms.
Responses should be sent directly to Dan M. Guy,
Vice President-Auditing, AICPA, 1211 Avenue of the Americas, New York, NY 10036.
The Auditing Standards Board thanks you in advance for your contribution.
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American Institute of Certified Public
Accountants
Division for CPA Firms
SEC Practice Section

Questionnaire

(use additional sheets for your comments, if necessary)

1.

Are there certain Statements on Auditing Standards that practitioners seem
to have unusual difficulty in applying? Yes ___ No___ . If yes, which ones?

2.

Have you observed a pattern of misapplication of any particular Statement on
Auditing Standards or auditing interpretation?
Yes ______
No ______ .
If
yes, which ones?_________________________________________________________________

3.

What type of clarification or guidance would help make these standards
clearer and more useful? ______________________________________________________

4.

Have you observed any practice areas where you believe additional auditing
guidance would be helpful? For example., are there areas of practice where
firms' practices or policies differ significantly? __________________________

Team Captain _____________________________________
Date ______________________________________________
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AICPA DIVISION FOR CPA FIRMS
SEC PRACTICE SECTION

APPENDIX C

REVIEW COMPLETION NOTIFICATION FORM

Date:

To:

From:

Re:

___________________________________________

Quality Review Division
American Institute of CPAs
1211 Avenue of the Americas
New York, NY 10036-8775
___________________________________ _______
(Name of the Review Team Captain)

Review of ____________________________________________________________________
Firm Number__________________________ Review Number_______________________

1.

On what date was the firm-wide exit conference held?

_______________ _

2.

When was the report delivered to the reviewed firm?

_________________

3.

What was the general nature of the report?*

_________________

4.

If the report was modified, what were the reasons
for the modification?*

_________________

5.

When will copies of the team captain checklist, summary
review memorandum and related attachments be mailed to
the AICPA Quality Review Division?

________________

**********

Team Captain Signature _____________________________________________________________

* Please use the report codes on reverse.
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REPORT CODES
GENERAL NATURE OF THE REPORT

1
2
3
4
5
6
7

Unqualified Without a Letter of Comments
Unqualified With a Letter of Comments
Modified—Quality Control System (only)
Modified—Membership Requirements of the Division for CPA Firms (only)
Modified—Scope Limitation (only)
Modified—Quality Control System and Membership Requirements of the
Division for CPA Firms
Adverse

REASONS FOR QUALITY CONTROL SYSTEM MODIFICATIONS
301
302
303
304
305
306
307
308
309
310

3/90

Independence
Consultation
Supervision
Professional Development
Assigning Personnel to Engagements
Hiring
Advancement
Acceptance of Clients
Continuance of Clients
Inspection
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Instructions to Reviewers

AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
DIVISION FOR CPA FIRMS
SEC PRACTICE SECTION

INSTRUCTIONS TO REVIEWERS
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AICPA DIVISION FOR CPA FIRMS
SEC PRACTICE SECTION

General Instructions to Reviewers

Introduction
The purpose of these instructions is to provide guidance for reviewers
assigned to peer reviews.
They should be read in conjunction with other
guidance material issued to implement the peer review program of the SEC
Practice Section (the "Section") of the AICPA Division for CPA Firms.
Questions regarding these instructions or any other materials or about
the review in general should be directed to the AICPA Quality Review
Division staff member who initially contacted you or to the Quality Review
Division at (212) 575-6650.

Peer reviews are intended to evaluate whether, during the year under review,
a reviewed firm's system of quality control for its accounting and auditing
practice met the objectives of quality control standards established by
the AICPA (see Statement on Quality Control Standards No. 1, paragraph
7) and was being complied with to provide the firm with reasonable assurance
of conforming with professional standards.
Peer reviews are also intended
to evaluate the reviewed firm's compliance with the section's membership
requirements.

Independence and Conflict of Interest
A peer review is to be conducted with due regard for the confidentiality
requirements
set forth in the AICPA Code of Professional
Conduct.
Information obtained as a consequence of the review concerning the reviewed
firm or any of its clients is confidential and should not be disclosed
by review team members to anyone not associated with the review.

Independence with respect to the reviewed firm must be maintained by the
reviewing firm, by review team members, and by consultants who may
participate in the review.
The AICPA Code of Professional Conduct does
not specifically consider relationships between reviewers, reviewed firms,
and clients of reviewed firms.
However, the concepts pertaining to
independence embodied
in
the code should be considered for their
application.
A reviewing firm or a review team member should not have a conflict of
interest with respect to the reviewed firm or to those clients of the
reviewed firm that are the subject of engagements reviewed.
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The personnel of a reviewing firm and the reviewing firm itself are not
precluded from owning securities of clients of the reviewed firm. However,
a review team member who owns securities of a reviewed firm's client shall
not review the engagement of that client since his independence would
be considered to be impaired.
In addition, the effect of family
relationships (spouses, close relatives) and other relationships and the
possible loss of the appearance of independence must be considered when
assigning team members to review individual engagements.
Organization of the Review Team

A review team is headed by a team captain who directs the organization
and conduct of the review, supervises other reviewers, and is responsible
for the preparation of a report on the review.
The team captain will
furnish instructions to the review team regarding the manner in which
working papers and other notes relating to the review are to be accumulated
to facilitate summarization of the review team's findings and conclusions.

The Review
The review should include the following procedures:

of

the

quality

1.

Study and
system.

2.

Review for compliance with the reviewed firm's quality control
system at each organizational or functional level within the
firm.

3.

Review of selected engagements, including
paper files and reports of the firm.

4.

Review for compliance with the section's membership requirements.

5.

Accumulation of a list of points to be discussed at the exit
conference, giving appropriate consideration to the distinction
between matters that require modification of the report, other
matters that should be included in the letter of comments, and
other matters that would only be communicated orally in the
form of suggestions.

6.

Preparation of a report on the review (unqualified or modified).

7.

Preparation of a letter of comments, if applicable.

evaluation

reviewed

firm's

the

control

relevant working

For the review of a firm that obtains quality control materials from a
third party, the review team should obtain the most recent report, letter
of comments (if any) and letter of response thereto on those materials,
if such documents are available.
(For association sponsored reviews,
see Appendix B to Section 3 of the Peer Review Manual.)
In addition to
considering the report relating to the suitability of design of the quality
control materials, reviewers should consider the applicability of such
materials to the practice of the firm being reviewed.
The report on the
reviewed firm should not make reference to the review of the materials.

7/89

IR-6

Scope of Review
Reviewers should recognize that firm quality control policies and procedures
will likely differ between small and large firms (e.g., the necessity
for job descriptions) and between small and large offices of multi-office
firms (e.g., the procedures for assigning personnel to engagements).
In testing a firm's quality control policies and procedures, the review
should be tailored to the particular firm.
Peer review program guidelines
have been prepared and are included elsewhere in this manual.
The scope of the review should cover a firm's accounting and auditing
practice, which encompasses all auditing and all accounting,
review,
and compilation services for which professional
standards have been
established, and includes, for example, engagements to report on an entity's
system of internal accounting control and its financial forecast.
Other
segments of a firm's practice, such as providing tax services or management
advisory services, are not encompassed by the scope of the review except
(1) to the extent they are associated with financial statements (for
example, reviews of tax provisions and accruals contained in financial
statements are included in the scope of the review) or (2) as they relate
to compliance with the membership requirements of the section.
Review
team members are not to have contact with, or access to, any client of
the reviewed firm in connection with the review.
The review will be directed to the professional aspects of the reviewed
firm's accounting and auditing practice; it will not include the business
aspects of that practice.
It may be difficult, however, to distinguish
between these aspects of the practice since they may overlap.
For example,
in evaluating whether the supervision of an engagement was adequate, review
team members would consider budgeted and actual time spent on the engagement
by various categories of classifications of personnel but would not inquire
as to fees billed to the client or the relationship of fees billed to
time accumulated at usual or standard billing rates.

Further, when reviewing policies and procedures for advancement, review
team members would concern themselves with whether professional personnel
were promoted based on demonstrated competence and whether criteria for
admission of individuals to the firm give appropriate weight to professional
qualifications but would not review compensation of professional personnel.
The review team should discuss with the reviewed firm whether litigation,
proceedings or investigations against the firm or its personnel reported
to the SECPS Quality Control Inquiry Committee (QCIC) since the date of
the firm's last peer review involve the same offices, industries, audit
areas, or engagement personnel, and whether the firm has considered any
such patterns in the scope of its own inspection or other internal review
programs.
The review team, giving due regard to the fact that such
litigation, proceedings, and investigations will ordinarily involve unproven
allegations, should consider this information in setting the scope of
the review.
In this connection, review teams must recognize that it is
not their function to evaluate the merits of litigation or the adequacy
of corrective actions, if any, taken by the firm as a result thereof,
nor is it their function to duplicate the work of the QCIC.
However,
a reviewer might decide that an office that is involved in several instances
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of litigation should be selected for visitation rather than a comparable
office with no litigation.
Similarly, if a firm is involved in several
instances of litigation involving a specific industry, the reviewer might
consider whether the scope of his work adequately considers the risk factors
inherent in that industry.

The review team's documentation of its performance in this regard should
be limited to an indication that such matters (without identification
of the litigation) were considered in setting the scope of the review.
The review team should obtain a listing from the firm being reviewed of
those SEC engagements accepted since the end of the last peer review year
(or for the year under review if the reviewed firm has not previously
undergone a peer review) where, as reported in a Form 8-K, in a similar
public filing, such as a document filed with the Office of the Comptroller
of the Currency, the Federal Reserve Board or the Federal Deposit Insurance
Corporation, or in a document filed with the Federal Home Loan Bank Board
that is available to the successor auditor, the former accountant resigned
(or declined to stand for reelection) or there was a reported disagreement
over any matter of accounting principles or practices, financial statement
disclosure, or auditing scope or procedure or there was a "reportable
event" as defined in item 304(a)(1)(v) of SEC Regulation S-K.
For such
engagements,
the
review
team
should
(1)
review
the
existing
client-acceptance documentation that relates to the matters or procedures
that were the subject of the resignation or disagreement or reportable
event, (2) review such current or prior periods' engagement working papers,
financial
statements, or auditor's reports to the extent considered
necessary to be able to evaluate whether the matters or procedures were
handled appropriately, (3) determine whether, since the end of the last
peer review year (or for the year under review if the reviewed firm has
not previously undergone a peer review), any opinions on the application
of generally accepted accounting principles were rendered to the entity
prior to acceptance, and (4) determine whether any such opinion was issued
pursuant to the firm's policies relating to the issuance of such opinions.
This may necessitate a review of engagement files related to the matters
or procedures from any or all of the past three years.
As part of its
normal selection procedures, the review team should also determine whether
to select such engagements for review.
The review team should also obtain a listing ("this list") from the firm
being reviewed of all new SEC clients (1) for which there was a predecessor
accountant or auditor, and (2) for which the reviewed firm's first report
on accounting and auditing services related to a period that ended during
the reviewed firm's peer review year.
In the selection of offices, greater
weight should be given to those offices that had the most such SEC
engagements.
If there are any engagements in the offices selected that
are on both this list and the list described in the preceding paragraph,
those engagements (or portions of those engagements) should be selected
for review.
The existing client-acceptance documentation for all other
engagements on this list in the offices selected should be reviewed and,
based on the results of these reviews, the review team should consider
the need to select additional engagements (or portions of engagements)
on this list for review, particularly in circumstances where the prior
accountant's or auditor's most recent audit report was qualified or
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contained explanatory language not relating to consistency or the report
of another auditor.
In any event, at least one engagement on this list
should be reviewed in each office visited.
The review team should obtain the reviewed firm's latest peer review report
and, if applicable, its letter of comments and response thereto, from
the firm or from the AICPA and should consider whether matters discussed
therein require additional emphasis in the current review.
In all cases,
the review team should evaluate the actions taken by the firm in response
to the prior report and letter of comments.
If the prior review team's
working papers have not been made available before the planning of the
current review, the team captain should request the reviewed firm to
authorize the predecessor to allow him to review the working papers.
The reviews of engagements should usually be directed toward the accounting
and auditing work performed by the practice offices visited, including
work performed for another office of the reviewed firm, for a correspondent
firm, or for an affiliated firm.
For those situations in which engagements
selected in the practice office reviewed include the use of work of another
office, correspondent, or affiliate (domestic or international), the
reviewer, however, should
evaluate the instructions for the engagement
issued by the reviewed office to the parties responsible for performing
the work.
In addition, the scope of the review should encompass the
procedures by which the reviewed office maintains control over the
engagement through
supervision
(including visits by its supervisory
personnel to other locations) and review of the work performed by the
other offices, correspondents, or affiliates.
There may be situations when information available to the review team
is insufficient to evaluate whether the reviewed firm's quality control
policies and procedures have been applied in supervising segments of
engagements performed by other offices or firms.
In these instances,
it will be necessary to obtain documentation from such other offices
or firms; usually this may be accomplished by arranging for the forwarding
of the requested information to the reviewed office.

The review is office-oriented, not engagement-oriented.
However, if the
reviewed firm has multi-office engagements, the Standards for Performing
and Reporting on Peer Reviews require that, for at least one such
engagement, the work performed by the office with primary responsibility
for the engagement and the work performed on a significant segment of
the engagement by at least one of the domestic offices should be reviewed.
If the participating office is not selected for visit, the review can
be accomplished by having the appropriate working papers sent to the primary
office being visited.

Extent of Engagement Review
The objectives of the review of engagements are to obtain evidence of
(1) whether the reviewed firm's system of quality control for its accounting
and auditing practice met the objectives of quality control standards
established by the AICPA to the extent such objectives are applicable
to its practice, (2) whether the reviewed firm complied with the policies
and procedures that constituted its system of quality control during the
year under review, and (3) whether the reviewed firm complied in
all
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material respects with the applicable membership requirements of the section
during the year under review. To the extent necessary to achieve these
objectives, the review of engagements should include review of financial
statements, accountants’
reports, working papers, and correspondence,
and should include discussions with professional personnel of the reviewed
firm.
Since, in most cases the engagement personnel will not be responsible
for establishing firm policies, the reviewer should not challenge firm
policies in discussions with engagement personnel.
If any questions or
observations regarding the appropriateness of the firm's policies and
procedures develop as a result of the engagement reviews, these matters
should be discussed with the team captain.

On individual engagements, reports other than on the basic financial
statements (special reports, limited reviews, etc.) may have been issued
during the period under review.
If such reports have been issued or if
separate financial statements have been issued on subsidiaries, the team
captain should be consulted regarding the amount of work to be done in
these areas on each engagement.
If significant parts of the firm's practice include compilation or review
services, cash-basis statements, financial
forecasts and projections,
etc., certain of those reports and related working papers should be
reviewed.
Engagement Review Technique

Background information about an engagement should be obtained by discussion
with the engagement partner and by reading the engagement profile sheet
(which should be completed by the reviewed firm prior to commencement
of the review of the engagement), the primary financial statements and
any program sections, memoranda or other working papers describing the
company and its business, the firm's audit approach and problem areas.
Work is most efficiently completed by first reviewing the "top files,"
applicable
sections
of
the
work
programs,
correspondence
files,
consolidating working papers and other key audit area working papers and
then completing the engagement review checklist.
Then, any unanswered
questions on the checklist can be completed by additional reference to
the engagement files.

Approach to the Review
The review should give primary emphasis to the reviewed firm's overall
approach to the engagement, rather than the specific procedures performed.
The engagement review checklists (which can be used for most engagements)
contain the following sections1/:

1The

"Checklist

for

Review

of

Audit

Engagements

of

Not-For-Profit

Organizations," and the "Checklist for Review of Audit Engagements of
State or Local Governmental Entities, Including Those Receiving Federal
Financial Assistance" include the first four sections discussed herein.
In addition, the former checklist includes an additional section on
"Audits of Governmental Grantees," and the latter checklist includes
an additional section on "Compliance with the Requirements of the Single
Audit Act of 1984."
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1.

The first section of each checklist contains questions on the
accountant's report and the accompanying financial statements
and footnotes.
This section of the checklist ordinarily would
be completed for engagement reviews.
However, on peer reviews
of firms that have their own report and financial statement
disclosure checklist that is completed by the firm’s personnel
and filed with the engagement working papers, this section may
not have to be completed for each engagement.
In such situations,
the
comprehensiveness
of
the
firm's
checklist
and
the
appropriateness of its use on specific engagements should be
tested
by the
review team.
Any disclosure or reporting
deficiencies identified by the reviewer should be noted in the
comments section of the engagement checklist or on a "Matter
for Further Consideration" form.

2.

The second section of the checklists contains questions concerning
planning, preliminary and general procedures that normally should
be performed for the applicable type of engagement. This section
should be completed for each engagement reviewed.

3.

The third section included in the audit engagement checklist
contains questions relating to specific audit areas.
Although
frequently it will not be necessary to answer all of these
questions for an audit engagement because of the emphasis on
key audit areas, they should be used for guidance concerning
the type of questions to be considered when reviewing the audit
procedures performed.

4.

The
fourth section of the checklist for review of audit
engagements and the third section of the checklists for review
of review and compilation engagements contain questions concerning
the functional areas of a firm's quality control system.
These
questions are based on the typical policies and procedures that
might be established by a firm. All the policies and procedures
included in these questions will not have been adopted by all
firms.
Therefore, the team captain should determine, before
the engagement reviews are conducted, if modifications to the
checklists are necessary to fit the policies and procedures
adopted by the reviewed firm, as detailed in the completed Peer
Review Program Guidelines. For example, a number of the questions
are not applicable to sole practitioners without full-time
professional staff or additional questions may have to be added
regarding the use of required standard forms.
These sections
should be completed for each engagement reviewed.

5.

The fifth section of the audit engagement checklist applies
to SEC engagements.
This section should be completed for all
SEC engagements as defined in Section 1 of the SECPS Manual.
In order to answer the questions in this section, it may be
necessary for the reviewer to refer to an SEC or other specialized
disclosure checklist.
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All "no" answers for each type of engagement should be summarized in the
Peer Review Program Guidelines. See exhibits B, C and D in the Peer Review
Program Guidelines included elsewhere in this loose-leaf manual.
The general checklists for review of audit, review and compilation
engagements were developed for use in reviewing engagements of "for-profit"
companies and probably will require modification or supplementation for
engagements involving companies in specialized industries (e.g., insurance,
construction, and finance companies).
Specialized checklists have been
developed for audit engagements of state or local governmental entities,
including
those
receiving
federal
financial
assistance,
and
audit
engagements of not for profit entities.
These checklists are included
elsewhere in this manual.
Generally, a "no" answer to a question indicates possible noncompliance
with a firm policy and/or professional standards.
All "no" answers should
be cross-referenced to either:
(1) an MFC form, or (2) if no MFC was
generated, to the standardized comment sheets provided at the end of each
checklist.
The MFC forms and standardized comment sheets should include
a description of the disposition of each "no" answer.

The explanatory comments to
engagement partner to obtain
and the reasons.

"no" answers should be reviewed with the
his agreement or to note his disagreement

Except where specifically requested, it is not necessary to document the
work the reviewer performed to form an opinion on each question.
The
answer to the question and the signing of the checklist indicate that
the reviewer has completed the necessary testing to answer the question
through reading documents or discussions with firm personnel.
Naturally,
when documentary evidence is available, it should be reviewed. Discussions
with personnel should be used only for background purposes, to clarify
points, or to provide satisfaction when documentation is not available.

Emphasis on Key Audit Areas
The depth of the review of working papers for particular engagements is
left to the judgment of the reviewers; however, the review should ordinarily
include all the key areas of an engagement.
Thus, a page-by-page review
of all
working papers is not contemplated.
Points to consider in
determinating the key areas include:

1.

Key areas in the client's industry (e.g., revenue recognition
for construction companies; inventory and accounts receivable
for manufacturing and retail concerns; policy reserves for
insurance companies; or loan loss allowances for financial
institutions).

2.

Key areas noted during the review of the financial statements
and discussions with engagement personnel (e.g., review of loan
defaults or follow-up of litigation matters).

IR-12

3.

Key areas identified by the firm in planning or conducting the
engagement.

4.

Recent accounting and auditing developments and pronouncements.

5.

Weaknesses noted in other engagements reviewed.

6.

Weaknesses noted by the firm during its inspection program.

7.

Weaknesses noted in the prior peer review.

The selection of the key areas should be directed toward maximizing the
effectiveness of the review, as well as determining the extent to which
the firm's personnel recognized the key areas.
Ordinarily, in applying
the "key area" concept, all key areas should be reviewed.
However, to
keep time requirements within reasonable limits, reviewers may decide
not to review all key areas of a specific engagement.
For example, in
some of the initial audit engagements or specialized industry engagements
selected for review, attention might be limited to the special areas of
the engagements since the engagements were specifically selected to test
those areas.
In such cases, the reviewer should document in his working
papers the reasons why all key areas were not reviewed.2/
(See Appendix
E, "Selecting Engagements for Review," in the Standards for Performing
and Reporting on Peer Reviews for additional guidance on the application
of the key area concept.)

No definitive guidance can be provided regarding the depth of review to
be given to these key areas, but the reviewer should evaluate whether
the firm has obtained sufficient competent evidential matter to form
conclusions
concerning
the
validity of
the
assertions of material
significance embodied in the financial statements (see SAS No. 31).

2/
2In such cases, the reviewer must exercise judgment in determining how
many accounting and auditing hours to claim with respect to the
engagement.
If only one or a few specific key areas out of many key
areas are reviewed on the engagement, such as only the referring office's
supervision and control of the work performed by foreign offices or
by domestic or foreign affiliates or correspondents, only the hours
devoted to the specific area(s) should be claimed. Conversely,
if
all but one or two specific key areas out, of many key areas are reviewed,
the review team ordinarily would be justified in claiming all the hours
devoted to the engagement except for those devoted to the key areas
that were not reviewed.
In situations that fall in between the preceding
two cases -that is, when the reviewer has reviewed many, but not all
of the key areas -- the review team generally would be justified in
claiming a percentage of the total hours on the engagement (or on the
unit actually reviewed) equal to the hours on the key areas reviewed
divided by the hours devoted to all the key areas on the engagement
(or on the unit actually reviewed).

7/89

IR-13

Findings and Conclusions
For each SEC engagement accepted since the end of the last peer review
year (or for the year under review if the reviewed firm has not previously
undergone a peer review) which was reviewed because of a reported
disagreement with or the resignation of the former accountant, or because
there was a "reportable event" as defined in item 304(a)(1)(v) of SEC
Regulation S-K, the review team should conclude, based upon its review
of the existing client-acceptance documentation and current or prior
periods’ files, whether anything came to the review team's attention to
cause it to believe the matters or procedures that were the subject of
the resignation or disagreement may not have been handled appropriately
by the reviewed firm.

For each engagement reviewed, the review team must document, based on
its review of the engagement working papers and representations from the
reviewed firm personnel, whether anything came to the review team's
attention that caused it to believe that (1) the financial statements
were not presented in all material respects in accordance with generally
accepted accounting principles, (2) the firm did not have a reasonable
basis under the applicable professional standards for the report issued,
(3) the documentation on the engagement did not support the report issued,
or (4) the firm did not comply with its quality control policies and
procedures in all material respects.
Accordingly, a "conclusions" page
must be completed for each engagement reviewed to summarize the results
of that review.
In performing engagement reviews, the review team may encounter (a)
indications of significant failures by the reviewed firm to reach
appropriate conclusions in the application of professional standards,
which
include
generally accepted
auditing
standards,
standards
for
accounting and review services, and generally accepted accounting principles
(e.g., the reviewed firm may have issued an inappropriate report on a
client's financial statements or omitted a necessary auditing procedure),
or (b) situations in which the documentation on the engagement does not
appear to support the report issued.
In either case, the team captain
shall promptly inform an appropriate authority within the reviewed firm
(generally on an MFC form).
In such circumstances, it is the responsibility
of the reviewed firm to investigate the matter questioned by the review
team and determine what action, if any, should be taken.3/ The reviewed
firm should advise the review team of the results of its investigation
and document its actions taken or planned or its reasons for concluding
that no action is required.
3/
— The reviewed firm is required under generally accepted auditing standards
to take appropriate action under certain circumstances with respect
to (1) subsequently discovered information that relates to a previously
issued report or (2) the omission of one or more auditing procedures
considered necessary to support a previously expressed opinion (AICPA's,
Professional Standards, Vol. 1, AU Sections 390 and 561).
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If, in either (a) or (b) above, the reviewed firm believes, after
investigating the matter, that it can continue to support its previously
issued
report,
it
should
provide
the
review
team
with
written
representations to that effect (generally on a MFC form).
If the
representations are reasonable, the review team should conclude that the
provisions of AU Sections 390 and 561 do not apply; however, the review
team should consider whether the documentation on the engagement supports
the report issued.
In evaluating the representations, the review team
should recognize that it has not made an examination of the financial
statements in accordance with generally accepted auditing standards (or
reviewed or compiled them in accordance with the standards for accounting
and review services), nor does it have the benefit of access to the client’s
records, discussions with the client, or specific knowledge of the client's
business.
If, after reviewing the results of the reviewed firm's investigation,
the review team continues to believe that there may be a significant failure
to reach appropriate conclusions in the application of professional
standards, it should pursue any remaining questions with the reviewed
firm.

If the review team still believes that the actions taken by the reviewed
firm do not meet the requirements of professional standards, the review
team should report the matter promptly, through the AICPA staff, to the
Peer Review Committee.

Expansion of Scope
If, during the course of the peer review, the review team concludes that
there was a significant failure by the reviewed firm to reach an appropriate
conclusion on the application of professional standards on an engagement,
the review team should consider whether the application of additional
review procedures is necessary.1
This consideration should be documented
in the peer review working papers.
The objective of the application of
additional procedures would be to determine whether the significant failure
is indicative of a pattern of such failures and/or of a significant weakness
in the reviewed firm's system of quality control or in compliance with
the system.
Under some circumstances, the reviewer may conclude that,
because of compensating controls, or for other reasons, further procedures
are unnecessary.
If, however, additional procedures are deemed necessary,
they may include an expansion of scope to review all or relevant portions
of one or more additional engagements.
Such additional engagements may
be in the same industry, or supervised by the same individual in the
reviewed firm, or otherwise have characteristics associated with the failure
to apply professional standards.

1See pages 2-20 and 2-21 of the SECPS Manual, 1986 edition for action(s)
required regarding the specific engagement involved.
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Review Team Working Papers

The peer review working papers should include documentation, on an MFC
form, of matters that, in the reviewer's opinion, could indicate (1) that
one or more of the applicable objectives of quality control standards
were not accomplished by the reviewed firm's policies or procedures, or
(2) that the reviewed firm did not comply with professional standards
or the policies and procedures that constitute its quality control system
or (3) that the reviewed firm did not comply with a membership requirement.
The MFC form should include the reviewer's description of the matter,
the reviewed firm's agreement or disagreement with the description and
its comments on the matter, and the reviewer's and team captain's comments.
The MFC form is to be signed in the places indicated by the reviewer,
the team captain and an appropriate partner in the reviewed firm (generally
the engagement partner or the partner responsible for the applicable area).
On each MFC form,
the following:

the

reviewer

should

classify the

into one of

•

Design - The reviewer believes that the firm's quality
control policies and procedures, even if fully complied
with, are not likely to accomplish an applicable quality
control objective.

•

Performance - The reviewer believes that the reviewed
firm failed to adhere to professional standards, including
GAAP, GAAS, and SSARS, even if such deficiencies would
not result in a situation where the firm should consider
taking action pursuant to AICPA's Professional Standards,
Vol. 1, AU Sections 390 or 561.

•

Compliance - Membership Requirement - The reviewer believes
that the reviewed firm did not comply with an applicable
membership requirement of the section.

•

Compliance-Other - The reviewer believes that the reviewed
firm did not comply with one of its prescribed policies
or procedures even though it did comply with professional
standards.

•

Documentation
- The
reviewer believes that the work
performed in a particular area was not documented but,
through inquiry or other means, the reviewer is satisfied
that the work was performed.

To the extent that there are disagreements or
the reviewed firm and the team captain with
or effect of matters included on an MFC form,
Review Division should be consulted.
The
should be documented on the MFC form.
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differences of opinion between
respect to the interpretation
the staff of the AICPA Quality
results of all consultations

Completion of the Review

At the conclusion of field work, the reviewers should (1) summarize all
of their findings (including all “no" answers to the individual engagement
checklists
and
MFCs);
(2)
evaluate
the
nature,
causes,
pattern,
pervasiveness, and significance of the deficiencies noted in the design
of the firm's quality control system and in the firm's compliance with
its
system,
with
professional
standards,
and
with
the
membership
requirements of the section; and (3) consider whether such matters should
result in a modified report, be included in
the
letter
of
comments,
or otherwise be communicated to the firm.
Exhibits B, C, D, and E to
the Peer Review Program Guidelines have been designed to assist reviewers
in preparing the necessary summary of findings, including "no" answers
and MFCs.
These summaries of findings should also assist the review team
captain in preparing the overall summary review memorandum.
For additional
guidance on use of these summaries, see the instructions for use of the
Peer Review Program Guidelines included elsewhere in this loose-leaf manual.
Prior to the issuance of its report and, if applicable, letter of comments,
the review team should communicate its conclusions to the reviewed firm.
This
communication
ordinarily would take place at a meeting (exit
conference) attended by appropriate representatives of the review team
and the reviewed firm.
It is normally expected that the managing partner
and the partners having firm-wide responsibility for quality control and
accounting and auditing will attend this meeting.
The review team should
notify the AICPA Quality Review Division staff of the date and time of
the scheduled exit conference to permit representatives of the Peer Review
Committee and the Public Oversight Board to attend the exit conference,
if they so elect.
The parties should discuss the report and letter of
comments, if any, as well as any suggestions. Accordingly, the review
team, except in rare instances, should not hold the exit conference until
the results of the peer review have been summarized and the report and
letter of comments, if any, have been drafted or a detailed outline has
been prepared of the matters to be included in these documents.
If there is uncertainty as to the opinion to be expressed, the review
team should postpone the exit conference until a decision has been reached.
When discussing its findings, recommendations and suggestions at the
conference, the review team should give an in-depth explanation of each
matter or suggestion.

For the review of a multi-office firm, in addition to the communication
described in the preceding paragraph, the review team for a practice office
should communicate its findings to appropriate individuals at the office
reviewed.
The peer review program provides that, within thirty days of the date
of
the exit conference, thereview team should submit to
the
reviewed
firm a written report and, if applicable, aletter of comments.
A copy
of
the report, the letter, and a response thereto should be
submitted
by
the reviewed firm to the section within thirty days of the date the
report and letter were issued.
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A disagreement regarding the type of report to be issued or the comments
to be included in the letter of comments may arise among the review team
members.
When
review team members are unable to resolve
such a
disagreement, the matter should be documented and referred, through the
AICPA Quality Review Division staff, to the Peer Review Committee for
resolution.
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Instructions to Firms

AICPA DIVISION FOR CPA FIRMS

SEC PRACTICE SECTION
General Instructions to Firms
Undergoing Peer Reviews

The purpose of these instructions is to provide guidance to firms undergoing
peer reviews in accordance with provisions of the membership requirements
of the SEC Practice Section of the AICPA Division for CPA Firms. References
are to Standards for Performing and Reporting on Peer Reviews.
(Section
2 in the SECPS Manual, 1986 edition.) All persons in your firm involved
in the peer review should read and become familiar with the sections of
these standards relative to their part of the review.
Although these
instructions have been designed for reviews conducted by committee-appointed
review teams, to the extent applicable, they should be used for reference
on firm-on-firm or association or state society sponsored reviews.

Questions regarding this information or about the review in general should
be directed to the AICPA Quality Review Division staff member who initially
contacted you or the Quality Review Division at (212)575-6650.

I.

Prior to the Review

1.

Your firm and the team captain should agree on an appropriate
date for the review to take place.

2.

The terms and conditions of the peer review should be summarized
in an engagement letter. A copy of the engagement letter should
be signed and returned to the AICPA.

3.

Accommodations for the
the team captain.

4.

The firm is expected to have documented and implemented its
quality control policies and procedures for its accounting
and auditing practice for the period under review (Standards
pp.
2-5 and 2-6).
The firm should determine that this
responsibility has been met.

5.

The review team should be provided with certain background
information about the reviewed firm (Standards pp. 2-14 and
2-15).
You should determine that this background information
is available and appropriately summarized.
The background
information should include:
•
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A list of those SEC clients for which the fees for management
advisory services exceed the audit fees.
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•

A list of those SEC engagements accepted since
the end
of the last peer review year (or for the year under review
if the reviewed firm has not previously undergone a peer
review), where, as reported in a Form 8-K, in a similar
public filing, such as a document filed with the Office
of the Comptroller of the Currency, the Federal Reserve
Board or the Federal Deposit Insurance Corporation, or in
a document filed with the Federal Home Loan Bank Board that
is available to the successor auditor, the former accountant
resigned (or declined to stand for reelection) or there
was a reported disagreement over any matter of accounting
principles or practices, financial
statements disclosure
or auditing scope or procedure, or there was a "reportable
event" as defined in item 304(a)(1)(v) of SEC Regulation
S-K.

•

A list of all new SEC clients (1) for which there was a
predecessor accountant or auditor, and (2) for which the
reviewed firm's first report on accounting and auditing
services related to a period that ended during the reviewed
firm's peer review year.

6.

Prior to the arrival of the review team, you should complete
the "Quality Control Policies and Procedures and Membership
Requirements Questionnaire" (Section 1 of the "Peer Review
Program Guidelines"
included elsewhere
in
this
loose-leaf
manual).

7.

The team captain will arrange for the scheduling of interviews
with selected members of the firm's professional staff.
You
should see that this schedule is communicated to the appropriate
individuals and that they understand the importance and purpose
of these interviews.

8.

The team captain will select certain engagements for review
(Standards pp. 2-18 and 2-19) and ask your firm to prepare
a profile sheet on each engagement selected.
You should see
that the profile sheets are appropriately completed and that
the working papers and reports for those engagements are
assembled and readily accessible to the review team.

9.

A partner, manager, or senior staff member should be designated
as a liaison to provide administrative assistance to the review
team and should be available throughout the review.

10.

The firm should have prepared an inspection report (which should
be made available to the review team), indicating that the
system has been tested, that it has been in place for the
required length of time, and that it has been properly
documented.
The report should also summarize the inspection
team's findings and, if necessary, planned corrective actions.
These findings should be communicated to all partners, and
responsibility should be assigned to determine that planned
corrective actions were taken.

11.

Have your latest independence confirmations available for review.
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12.

Have documentation of all independence problems and their final
resolution available for review.

13.

Have all
documentation
regarding the
independence of any
correspondent firms used during the year available for review.

14.

Have personnel files available for review.

15.

Have available for review appropriate CPE records for all
professional staff members for the three most recent educational
years.
(See pp. 8-9 and 8-10 in the SECPS Manual.)

16.

Prepare a complete list of the firm’s professional staff members
showing name, position, and length of service with the firm
(if practicable).

17.

Have available for review documentation verifying that each
proprietor, shareholder, or partner eligible for membership
is a member of the AICPA.

18.

Have available for review copies of the firm's latest annual
membership report and the three most recent annual education
reports filed with SECPS.

19.

Provide
team.

20.

If possible,
send copies of
partners' resumes, as well as
team captain.

a

comfortable,

adequate

working

area

for

the

review

relevant manuals, checklists,
background information to the

During the Review

1.

The designated liaison partner or staff member should meet
with the reviewers at the beginning of the review to orient
them to firm policies and procedures,
introduce them to
appropriate firm personnel, and provide them with a tour of
the office.

2.

During the course of the review, the review team may find it
necessary to discuss matters with appropriate firm personnel
(aside from 1.7).
Firm personnel should be advised to make
themselves available to the review team as necessary during
the course of the review.
Usually such interviews will not
disrupt the firm's operations.

3.

The review team will usually discuss its findings as the review
progresses.

4.

The team captain will ask your firm to respond to "Matter for
Further Consideration" forms prepared during the course of
the review.
The firm should carefully review the matters
discussed on the forms and should provide a thorough written
response to avoid any misunderstandings regarding the facts
or the firm's position.
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Completion of the Review

1.

Upon completion of the peer review, the review team will
communicate its findings through one or more exit conferences.
These exit conferences should be attended by appropriate firm
personnel as determined by the firm.
(It is normally expected
that the managing partner and the partners having firm-wide
responsibility for quality control and accounting and auditing
will attend the final firm-wide meeting.)

2.

The firm will receive a report on the peer review and may receive
a letter of comments.

a.

A peer review report contains a statement of the scope
of the review, a description of the general characteristics
of a system of quality control, and the review team's opinion
on the reviewed firm's quality control system for its
accounting and auditing practice and its compliance with
SECPS membership requirements.
(Note - If the firm does
not have an auditing practice, the report will so state.)
The report will also include a reference to the letter
of comments, if such a letter is issued.

b.

A letter of comments will be issued if the peer review
report is modified or if the team captain believes there
are matters that resulted in conditions being created in
which there was more than a remote possibility that the
firm would not conform with professional standards on
accounting and auditing engagements.
These matters may
relate to the design of your quality control policies and
procedures,
or the compliance with
such policies and
procedures,
or with the SECPS membership requirements
(Standards pp. 2-28 to 2-31).

3.

Upon receipt of the written peer review report and letter of
comments, the reviewed firm is required to respond in writing
to the team captain's comments on matters in the letter of
comments.
The response should be addressed to the Peer Review
Committee and should individually describe the action(s) taken
or planned with respect to each matter in the letter.
If the
firm disagrees with one or more comments, it should describe
the reasons for such disagreement.

4.

The firm must submit a copy of the peer review report, the
letter of comments, and the firm's letter of response within
30 days to the AICPA, 1211 Avenue of the Americas, New York,
NY 10036.
(Note - The report received by the firm is not
official until it has been accepted by the Peer Review Committee.
Therefore, it would not be prudent to have the report printed
or published or to make any other reference to it in a public
manner until that time.)
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After it has been accepted by the Peer Review Committee, the
report, the letter of comments, and the reviewed firm’s response
thereto, and the letter indicating that the committee has
accepted the report will be placed in the public files of the
Division for CPA Firms.
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CHECKLIST FOR IMPLEMENTATION OF YOUR PEER REVIEW

The following checklist is intended to assist the firm in preparing for
the review team's visit.
The completion and availability of all items
listed will help to ensure a thorough review.

INITIAL

DATE

1.

Obtain the engagement letter.

_______

_____

2.

Set the dates of your peer review and establish
the 12-month period to be covered by the review
with the team captain.

_______

_____

3.

Arrange for hotel
accomodations for the review
team and communicate details to the team captain.__________________

4.

Submit the firm's
team captain.

5.

6.

Forward the
available:

background

information

to

the
_______ __________

following

to

the

team

captain

when

a.

A
completed
"Quality
Control
Policies
and
Procedures
and
Membership
Requirements
Questionnaire."
This questionnaire is included
elsewhere in this loose-leaf manual as section
1 of the "Peer Review Program Guidelines."

b.

The firm's quality control document or summary
statement of the firm's quality control policies,
if the firm has one.

c.

All
relevant
resumes, etc.

manuals,

checklists,

partners'

Prepare separate lists of your firm's audit, review,
and
compilation
engagements.
The
lists
should
include the following for each engagement:
a.

Total
number of auditing
hours or the total fees.

b.

Partner in charge.

c.

Nature of business.

d.

Period reported on.

or

accounting

On the list of audit engagements, all SEC engagements
and
audits
subject
to
the
Govern
ment
Auditing
Standards should be highlighted.
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INITIAL

7.

Prepare a list of those SEC clients for which the
fees for management advisory services exceed the
audit fees.

8.

Prepare a list of those SEC engagements accepted
since the end of the last peer review year (or
for the year under review if the reviewed firm
has not previously undergone a peer review) where,
as reported in a Form 8-K, in a similar public
filing, such as a document filed with the Office
of the Comptroller of the Currency, the Federal
Reserve Board or the Federal
Deposit Insurance
Corporation, or in a document filed with the Federal
Home Loan Bank Board that is available to the
successor auditor, the former accountant resigned
(or declined to stand for reelection) or there
was a reported disagreement over any matter of
accounting
principles
or
practices,
financial
statement disclosure or auditing scope or procedure,
or there was a "reportable event" as defined in
item 304(a)(1)(v) of SEC Regulation S-K.

9.

Prepare a list of all new SEC engagements (1) for
which there was a predecessor accountant or auditor,
and (2) for which the reviewed firm's first report
on accounting and auditing services related to
a period that ended during the reviewed firm's
peer review year.

10.

Prepare a list of the firm's professional staff
members showing name, position, and length of service
with the firm.
Have documentation available to
verify that each partner, shareholder, or proprietor
eligible for AICPA membership is a member of the
AICPA.

11.

Prior to the review, the review team will ask to
interview members of your firm. Arrange for the
selected individuals to be available.

12.

Have all personnel files available for review.

13.

Have
available
all
independence
obtained during the year.

14.

Have
available
all
documentation
regarding
the
independence of any correspondent firms used during
the year.
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confirmations

DATE

INITIAL

15.

Have
available
all
documentation
supporting
resolution of any independence problems encountered
during the year.

16.

Have available appropriate CPE records for all
professional
staff
for
the
three
most
recent
educational years.

17.

Have available the firm's latest inspection report
that documents the scope of the review, the findings,
and any recommendations for corrective action.

18.

Have available the three most recent annual education
reports and the latest annual membership report
filed with the SECPS.

19.

Have
available
invoices
and
cancelled
checks
supporting payment of annual dues to the section.
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AICPA DIVISION FOR CPA FIRMS
Instructions for Use of the Peer Review Program Guidelines

GENERAL

A peer review is an independent evaluation of whether, during the year under review

The reviewed firm’s system of quality control for its accounting and
auditing practice met the objectives of quality control standards
established by the AICPA (as set forth in Statement on Quality Control
Standards No. 1, paragraph 7).
The reviewed firm’s quality control policies and procedures were being
complied with in order to provide the firm with reasonable assurance
of conforming with professional standards.

The reviewed
requirements.

firm

was

complying with

the

Section’s

membership

Peer reviews are to be conducted under the standards prescribed in the documents
entitled "Standards for Performing and Reporting on Peer Reviews” (see PCPS or
SECPS 6” x 9” manual, as appropriate). These documents provide guidance for
selecting the offices and engagements to be reviewed, and include examples of peer
review reports and a letter of comments. Review team members are expected to
be thoroughly familiar with the appropriate Section's standards prior to commencing
a review.

These Guidelines have been designed to facilitate evaluation of the reviewed firm's
system of quality control, testing its compliance therewith, and testing compliance
with the membership requirements of the applicable Section. Although departures
from these guidelines may occur in particular situations, with the approval of the
review team captain, reviewers should provide adequate documentation of the type
contemplated in these Guidelines.
QUALITY
CONTROL
POLICIES
REQUIREMENTS QUESTIONNAIRE

AND

PROCEDURES

AND

MEMBERSHIP

In advance of the review, the review team captain should request that the reviewed
firm complete the quality control policies and procedures questionnaire included
in Section 1 and return it to the review team captain prior to the review team’s
visit. Completion of the questionnaire assists the firm in accumulating and organizing
the information regarding its quality control system and the section’s membership
requirements and expedites the work of the reviewers. Because the extent of
documentation of quality control policies and procedures may vary from firm to
firm, all firms should complete the questionnaire.

1 To assist it in evaluating whether it is ready for its initial peer review and in
determining whether its quality control policies and procedures should be revised,
a firm would be wise to complete Section 1 shortly before joining the Section.
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In completing the questionnaire, the reviewed firm should use the response column
or attach other sheets as necessary. Lengthy and elaborate answers are not expected.
Rather, wherever practicable, the reviewed firm should provide references to policies
and procedures in the firm’s quality control document, staff manuals or other
reference materials, which adequately convey the response to the particular question.
Such references will assist reviewers in finding the indicated policy or procedure
in the reviewed firm's materials. In addition to responding to the questions, the
reviewed firm should indicate any significant changes made in its quality control
policies and procedures during the period or since the last peer review.
SUGGESTED REVIEW PROCEDURES

To assist the review team in performing its work, suggested review procedures have
been organized in two sections (Sections 2 and 3 of these Guidelines) as hereinafter
discussed. The review team captain is responsible for the assignment of the various
quality control elements for review to individual team members. Prior to performing
the procedures suggested for the element assigned, the review team member should
compare the relevant sections of the firm’s quality control policies and procedures
with its responses to the quality control policies and procedures questionnaire and
determine, to the extent applicable, the reasons for any significant differences
between them. The extent of the review team’s testing and the nature of its findings
should be documented on appropriate pages of the Guidelines and supplemented
as necessary with additional pages.
The team member(s) responsible for engagement reviews should, in particular, be
familiar with the reviewed firm’s policies and procedures for supervision and for
consultation. If the AICPA engagement checklists are used, the questions should
be augmented to include the reviewed firm’s specific quality control policies and
procedures applicable to engagements.

The scope and adequacy of the reviewed firm’s inspection program may affect the
scope of the review. Therefore, the review of the firm’s inspection program should
be completed as soon as possible to determine whether the initial anticipated scope
requires modification.
Peer Review Procedures.
Suggested procedures for evaluating the
appropriateness of the reviewed firm’s quality control policies and procedures and
for testing the firm's compliance therewith and with the applicable Section’s
membership requirements have been included in Section 2. The suggested procedures
should be modified by the reviewer as the circumstances may require. For example
due to the size and nature of a firm's practice, a reviewer may decide to limit his
review in such areas as assignment of personnel, consultation, hiring, advancement,
or acceptance and continuance of clients to testing during engagement reviews.
In such circumstances, the reviewer should document the reasons why he believes
that his review can be limited in this manner. On all reviews, however, a reviewer
must review in depth the functional areas of independence, supervision, professional
development, and inspection.
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Some of the suggested peer review procedures include interviewing personnel
of the reviewed firm who are knowledgeable about particular quality control functions
or have responsibility for a function (e.g., assigning personnel to engagements, making
hiring decisions, resolving independence questions).
The objectives of these
interviews include (1) corroborating the information provided to the reviewer in
the firm’s documented policies and procedures and in the questionnaire completed
by the reviewed firm; (2) determining whether the firm's policies and procedures
have been effectively communicated to the individual responsible for the particular
quality control function; (3) determining as to whether the individual believes that
he has sufficient authority to perform the assigned duties; and (4) obtaining additional
information that may be deemed necessary.
Staff Interview Questionnaire. Certain of the suggested review procedures
also call for interviewing selected staff other than those responsible for a particular
quality control function. The objective of these interviews is to provide corroborative
evidence that certain policies and procedures have been properly communicated.
In evaluating the answers to the questions, the interviewer should carefully consider
the interviewee's background, level of experience and position in the reviewed firm.
The interviews are not necessarily determinative in regards to the nature of the
report or the matters to be included in the letter of comments. Responses should
be compared to other review findings.
The individuals selected should have varying levels of experience and backgrounds.
The number of individuals selected will be affected by the size and nature of the
reviewed firm’s practice.

Generally, the review team should select one individual at each level of responsibility
below partner (e.g., manager, supervisor, senior and staff accountant) in each office
visited. If a firm does not designate levels of responsibility, the review team should
select a cross section of the professional staff in each office visited based on other
criteria, such as years of experience and responsibilities. A suggested questionnaire
for such interviews is included in Section 3. To minimize disruptions to the reviewed
firm’s normal operations, all questions relative to the quality control system should
be discussed, to the extent possible, at the same time with each of the individual(s)
selected for interview. (The interviewer should not indicate the name of the
individual(s) interviewed on the questionnaire.)
MATTERS FOR FURTHER CONSIDERATION

Exhibit A contains a sample form captioned "Matters for Further Consideration"
(MFC). Reviewers should exercise professional judgment in determining whether
a "no" answer is significant enough to warrant the preparation of an MFC form.
The purpose of the form is to communicate to the reviewed firm:
1. A matter that, in the reviewer’s opinion, could represent a significant
design deficiency in the reviewed firm’s quality control policies and
procedures, or significant noncompliance therewith, or with a
membership requirement, and that might affect the report or letter
of comments of the review team.

2. Other matters that, in the reviewer’s opinion, should be communicated
to the reviewed firm as matters that may require corrective action,
and/or recommendations for improvement in the design of the quality
control system.
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Completion of the form requires a description of the matter, the reviewed firm’s
comments thereon, and information on the resolution of the matter. The form should
be signed in the places indicated by the reviewer, the review team captain, and
an appropriate partner in the reviewed firm. The review team captain should evaluate
the substance of the matters described and their resolution and, after reviewing
all such forms, should decide if, individually or collectively, they should affect the
report of the review team or should be included in a letter of comments to the
reviewed firm. (The review captain should be consulted when there are disagreements
or differences in opinion between the reviewed firm and the review team members
with respect to the interpretation of such matters.)

The reviewer should also identify matters that, in his opinion, do not require corrective
action, but that should be communicated to the reviewed firm as suggestions for
improvements in the firm’s quality control policies and procedures or compliance
therewith. These suggestions should be summarized by the review captain, in whatever
manner is most convenient, for communication to the appropriate partner(s) of the
reviewed firm.
SUMMARIZATION OF PEER REVIEW FINDINGS

The "Standards for Performing and Reporting on Peer Reviews" requires that
reviewers, at the conclusion of field work, summarize all of their findings, including
all "no” answers to the individual engagement questions and MFCs. These summaries
should be used to evaluate the nature, causes, pattern, pervasiveness, and significance
of the deficiencies noted in (a) the design of the firm’s quality control system, (b)
compliance with the system or with professional standards, and (c) compliance with
the membership requirements of the Section. The summaries should also assist the
reviewers in answering the questions in Section 4 of these Guidelines and in preparing
the summary review memorandum(s).
The following sample summaries have been developed and are included as exhibits
to these Guidelines:
Summary Checklist for Reviews of Audit Engagements -- (Exhibit B)
Summary Checklist for Reviews of Reviews of Financial Statements -- (Exhibit C)
Summary Checklist for Reviews of Compilations of Financial Statement —
(Exhibit D)
Summary of Matter for Further Consideration Forms -- (Exhibit E)
Reviewers may use these materials, or they may develop their own, for summarizing
the peer review findings. The format of the summary checklists is consistent with
that of the engagement checklists contained elsewhere in this loose-leaf manual.
Since the engagement checklists are developed for typical situations, they, as well
as the summaries, should be augmented, as necessary, to include the reviewed firm’s
specific quality control policies and procedures applicable to engagements.
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CONCLUSIONS

Section 4 sets forth a series of questions designed to assist reviewers in reaching
overall conclusions on each of the functional areas and on the membership
requirements. The responses also assist reviewers in determining whether the
appropriate peer review procedures have been performed, adequately documented,
and properly summarized. The questions incorporate the objectives of peer reviews.
Therefore, regardless of the modifications that are made to the other sections of
these Guidelines, the "Conclusions” pages for each functional area and for the
membership requirements should be used without modification.
If the finding on a particular matter caused you to conclude that (because of the
nature, causes, pattern, or pervasiveness of the deficiencies) they should at least
be considered for inclusion in the letter of comments, the applicable portion(s) of
question 1 for the applicable functional area should be answered "no." In reaching
this conclusion, reviewers should consider the reporting standards in Section 2 of
the applicable Section’s manual (see pages 2-24 through 2-31 of the PCPS and SECPS
manuals.)
Exhibits F-1 through F-9 present matrices showing the relationship between the
questions in Section 4 and the questions or procedures suggested in Sections 1 through
3 of these Guidelines and in the engagement checklists. Similarly, Exhibit F-10
presents the relationship between the Section’s membership requirements and the
procedures suggested in Section 2 and in the audit engagement checklist. Reviewers
are not obligated to use these exhibits in responding to the questions in Section 4,
but may find them useful when they are unclear about the intended relationships.
REVIEWS OF MULTI-OFFICE FIRMS

When a reviewed firm has more than one office, the procedures followed by both
the reviewed firm and by the reviewers will be similar, but not identical, to the
procedures followed in the review of a single office. Accordingly, the materials
contained in these Guidelines should be tailored as follows:
• In preparing the questionnaire in Section 1, the reviewed firm should be careful
to explain any variations among offices' in policies and procedures, if they exist,
and to identify locations where functions related to the entire firm are
centralized.

• When visits are made to more than one office, the team captain should prepare
a copy of the appropriate portions of Section 2 for each office visited. Obviously,
certain items will be addressed at only one location, such as evaluating firm
policy or interviewing the individual responsible for a firm-wide function. Other
items will be addressed at more than one location, such as reviewing certain
types of files or interviewing persons responsible for functions administered
on a decentralized basis.
• Section 3 ordinarily should be used in each office visited.
• Summaries of "no" answers and of MFCs ordinarily should be prepared so that
findings at individual locations, as well as firm-wide totals, are readily
identifiable.
• Section 4 should be based on the firm-wide findings and is not expected to be
prepared for each office.
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SECTION 1

AICPA DIVISION FOR CPA FIRMS

QUALITY CONTROL POLICIES AND PROCEDURES
AND MEMBERSHIP REQUIREMENTS QUESTIONNAIRE

(See Pages i and ii of the "Instructions for
Use of the Peer Review Program Guidelines")

Firm

Prepared By

Date

SECTION 1
AICPA DIVISION FOR CPA FIRMS
QUALITY CONTROL POLICIES AND PROCEDURES QUESTIONNAIRE

Note: This questionnaire is intended to provide the reviewer with basic information about

the firm’s quality controls. It is not necessarily a checklist of all the policies and
procedures that might be applicable to the firm’s practice. Careful completion of
this questionnaire should be helpful to firms in evaluating the continuing
appropriateness of their policies and procedures. Firms should describe briefly the
policies in effect and, to the extent possible, make reference to other firm
documents, such as the firm's quality control document, personnel manual, audit
manual, checklists, or forms where the policies are described in more detail. (See
also pages i and ii of the "Instructions for Use of the Peer Review Program
Guidelines” for instructions on preparing this questionnaire.)
Response, Including Reference
to Firm Documents

A.

INDEPENDENCE

1. Does the firm require that all professional
personnel adhere to the applicable indepen
dence rules, regulations, interpretations,
and rulings of the AICPA, state CPA
society, state board of accountancy, state
statute, and SEC and other regulatory
agencies?
2. How does the firm inform personnel (for
example, through its quality control
document, personnel manual, memoranda,
client lists, training meetings) of the
applicable independence requirements and
of the following:

a) Investments that are not to be held?
b) Relationships that should not exist?
c) Transactions that are prohibited by
firm policy?

In responding, also indicate how and when
personnel are informed of new clients to
which the independence policies apply.

3. Does the firm obtain periodic written
independence representations from all
professional personnel? If not, how does
the firm monitor compliance with its
independence policies and procedures?
4. If written independence representations
are obtained:
a) Who is responsible for assuring that
these representations have been
obtained from all required personnel
and for reviewing them?
1-3

Response, Including Reference
to Firm Documents

b)

How often are the representations
obtained?

c) Where are they filed?
d) Do these
that:

representations

affirm

i.

The individual is familiar
with the firm’s independence
policies and procedures?

ii.

Prohibited
investments
are
not held and were not held
during the period?

iii.

Prohibited relationships
do
not exist and that transactions
prohibited by firm policy
have not occurred?

5. Who is responsible for resolving questions
on independence matters?
a) In what circumstances must the
resolution of independence questions
be documented?
Where is the
documentation maintained?

b)

What sources are or would be consult
ed when resolving independence
questions?

c)

Has the firm found it necessary
within the last year to consult
with sources outside the firm on
independence matters?

6. Does the firm confirm, when acting
as principal auditor, the independence
of another firm engaged to perform
segments of an engagement?
a) Does the firm provide its staff with
a standard independence representa
tion form to use as a guide? If so,
indicate where (for example, in
an audit manual) the form and related
instructions are found.

b) Does the firm obtain similar represen
tations in review engagements under
SSARS 1?
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Response, Including Reference
to Firm Documents

7. Who reviews accounts receivable from
clients to ascertain whether any outstand
ing amounts take on some of the
characteristics
of
loans
and
may,
therefore,
impair
the
firm’s
independence?

a) How often is this done?
b) Have there been any such situations
during the year under review?

B. ASSIGNING PERSONNEL TO ENGAGEMENTS

1. Are staffing
budgets used?

schedules

and/or

time

a) If yes, who is responsible for preparing
and approving them?

b) If no, how are manpower requirements
identified?

2. Who is responsible for assigning personnel
to engagements?

3. Does
the
person
with
the
final
responsibility for the engagement approve
its scheduling and staffing?
Is this
approval documented and, if so, where?

4. How
are
assignments
example, by
memoranda,

staff
advised
of
their
and changes in them (for
copies of staffing schedules,
or discussion)?

5. Does the firm require the following to
have experience appropriate to the
engagement:

a) Staff?
b) Partner-in-charge of the engagement?

c) Concurring reviewers?
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Response, Including Reference
to Firm Documents

C. CONSULTATION

1. Have certain areas or specialized
situations been identified as requiring
consultation? If yes, attach a list of such
areas and situations or briefly describe
them and indicate where this list will be
found (for example, in the quality control
document).
2. Does the firm designate individuals as
having
specialized
experience
and
expertise in certain technical areas and
being available for consultation? If yes,
attach a list of the individuals designated
and what their specialties are and indicate
how personnel have been made aware of
this information.
3. How are differences of opinion between
engagement personnel and specialists
resolved?

4. What outside sources are consulted when
it is deemed necessary (for example,
AICPA, state CPA society, another firm
or individual)?
5. Does the firm require that consultations
be documented? If yes:

a) To what extent
documented?

must

they

be

b) Where
is
this
documentation
maintained (for example, in the
working papers and/or a subject file)?
6. Has the firm issued guidance to its
professional personnel regarding reports
on the application of accounting principles
as described in SAS 50? If yes, attach a
copy of that guidance. Also, indicate
whether the firm issued any such reports
during the year under review.
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7. Who is responsible for determining that
the firm's reference library or libraries
remain adequate and current?

8. Does the firm’s library include current
editions of AICPA industry audit guides
relevant to the firm’s practice and are
those guides required to be followed?

D. SUPERVISION

1. Does
the
firm
have
documented
procedures for planning audit and
accounting engagements and, if so, where
are those procedures found (for example,
in an audit manual). If not, briefly
describe the planning procedures followed
in practice, including the information
considered and the nature, extent and
timing of partner involvement, and
indicate
any
variations
in
those
procedures based on factors such as
estimated time requirements or the
nature of the engagement.
2. Is a written audit program used on all
audit engagements as required by SAS 22?
Who is required to review and approve the
audit program, and how is this approval
documented?
3. Does the firm have written guidance
material regarding:

a) Evaluation of internal accounting
controls, including computer controls?
b) Correlation of internal accounting
controls to substantive procedures.
c) Audit
risk
and
materiality
considerations?
d) Audit sampling techniques?
e) Degree of reliance to be placed on
analytical review procedures?
f) Form and content of working papers?
g) Other
pertinent
matters
(e.g.,
manuals).

4. If the answer to any of the questions
under 3 above is yes:
a) Indicate where the material is found.
b) Describe the documentation required
to be included in engagement working
papers.
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Response, Including Reference
to Firm Documents

5. Does the firm require the use of any
standardized
forms,
checklists,
and
questionnaires? (Attach a list or indicate
where those materials are found and
indicate which forms are required and
which are discretionary.)

6. How are differences of professional
judgment between engagement personnel
resolved and how are staff informed of
the procedures to be followed?
7. Does the firm use other offices or
correspondents, including those outside
the United States, for engagements? If
yes, does the firm have documented
procedures for the supervision and control
of that work? (Indicate where those
procedures are found.) If not, briefly
describe how instructions are given to the
other office or correspondent, and the
extent to which the work of that office or
correspondent is reviewed by the referring
office2/.
8. Does
the
firm
have
documented
procedures for the review of reports,
financial statements, and working papers
for audit, review, and compilation
engagements by the personnel assigned to
the engagement? If yes, indicate where
those procedures are found. If no, briefly
describe the procedures expected to be
followed and indicate how the review
process is documented.

9. Does the firm require that an individual
having no other significant responsibility
for the engagement review the following
prior to issuance:
a) Accountants’/Auditors'
report
and
accompanying financial statements?

b) Working papers?

If the answer is yes to either of these
questions, indicate who performs these
reviews and how they are documented, the
extent of the review and whether the
procedures
are
applicable
to
all
engagements or specific types of engage
ments.
2 See Appendix C of Section 2 of the
SECPS Manual.
3/87

1-8

Response, Including Reference
to Firm Documents

Response, Including Reference
to Firm Documents

10. How does the firm evaluate the quality of
a potential merger candidate?

11. How does the firm train and integrate the
professional personnel of a merged-in
practice in the reviewed firm’s quality
control policies and procedures?
E. HIRING

1. Who is responsible for determining the
firm’s needs for professional personnel,
for deciding on and carrying out a
program to meet those needs, and for
monitoring the effectiveness of the
program?
2. What personal, education, and experience
requirements have been established for:
a) Entry level personnel?

b) Experienced personnel?

3. What types of background information are
required to be obtained regarding the
qualifications of potential hirees (for
example, resumes, transcripts, application
forms, interviews, references)?
4. Who is responsible for hiring decisions?
5. Does the firm provide an orientation
program, relating to the firm and the
profession, for newly employed personnel?
If yes, attach a copy of the program
outline.
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Response, Including Reference
to Firm Documents

F. PROFESSIONAL DEVELOPMENT

1. Who is responsible for the professional
development function?

2. Briefly describe, or make reference to
other documents that describe how the
firm’s professional development program
is implemented. For example, describe
how training needs are identified, the
nature of the training provided (e.g.
in-house), the source of the material
(outside providers, developed in-house),
the review procedures followed for
in-house courses, and the evaluation
procedures employed. (In that connection,
consider the guidance in Sections 6 and 8
of the 6”x9” PCPS and SECPS manuals,
respectively, relative
to
the
CPE
requirement.)

3. Where are the professional development
records maintained, including attendance
records, course materials, etc.?

4. Who is responsible for monitoring compli
ance with the Section’s and other applica
ble (e.g., state) CPE requirements?

5. How are professional personnel made
aware of changes in accounting and
auditing standards and in the firm’s
technical policies and procedures (for
example,
by
distributing
technical
pronouncements, and holding training
courses on recent changes and areas
identified by the inspection program)?
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Response, Including Reference
to Firm Documents

G. ADVANCEMENT

1. What levels of responsibility exist within
the firm (for example, partner, manager,
supervisor, senior)?

2. Have descriptions been prepared of the
responsibilities at each level, expected
performance, and the qualifications
necessary for advancement to the level?
If yes, attach a copy of each description
or indicate where (for example, in a
personnel manual) this information can be
found.

3. Does the firm periodically evaluate the
performance of personnel and advise them
of their progress in the firm?

a) When and how often
evaluations performed?

are

these

b) Are these evaluations documented? If
yes, indicate where this documentation
is maintained (for example, in the
individual’s personnel file).

c) Is a standard evaluation form used?
d) By what means are partners evaluated
(for
example,
counseling,
peer
evaluation, or self appaisal)?

4. Who is responsible for:

a) Making advancement and termination
decisions?
b) Monitoring the system of personnel
evaluations and counseling?
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Response, Including Reference
to Firm Documents
H. ACCEPTANCE AND CONTINUANCE
OF CLIENTS

1. Does the firm use a standardized
questionnaire for accumulating informa
tion regarding prospective clients? If yes,
attach a copy. If no, describe how
prospective clients are evaluated (for
example, reviewing available financial
information, inquiry of third parties,
communicating with predecessor auditor,
evaluating firm’s independence and ability
to serve the prospective client, etc.).
2. Who is responsible for evaluating the
information obtained regarding prospective
clients and for making acceptance
decisions?
3. Are acceptance decisions documented (for
example, on a questionnaire, in minutes of
partners’ meetings)?
4. Under
what
circumstances
(e.g.,
expiration of a specified time period or
the occurrence of a specific event — indi
cate the period and the types of events)
are
existing
clients
evaluated
to
determine whether the relationship should
be continued? Who makes the final
decision?

5. Are continuance decisions documented?
If yes, in what form? If the firm uses a
standardized questionnaire, attach a copy.
6. Who is responsible for monitoring the
firm’s compliance with its policies and
procedures regarding acceptance and
continuance of clients?
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to Firm Documents

I.

INSPECTION

1. Who is responsible for the inspection
function?

2. Have
instructions
been
prepared
concerning the performance of inspection
activities, including the scope and content
of those activities and the necessary
qualifications of the inspectors? If yes,
indicate where they can be found?

3. Does the firm use any of the following
materials during the inspection:
a) Inspection work programs?
b) Questionnaires?

c) Engagement and/or other checklists?

d) Other (identify)?

4. Does the firm retain evidence of the
inspection procedures performed and the
conclusions reached? If yes, describe
materials retained and indicate periods
covered.

5. Have inspection findings been acted upon?
If yes, briefly describe the corrective
actions identified and taken.
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to Firm Documents

J. MEMBERSHIP REQUIREMENTS (SECPS ONLY)

1. How does the firm ensure that it is
complying with the section’s membership
requirements pertaining to —

a) Partner rotation on SEC engagements
[membership requirement IV.3 (e)]?

b) Concurring partner review of SEC
engagements [membership requirement
IV.3(f)]?

c) Refraining
from
proscribed
management
advisory
services
[membership requirement IV.3(i)]?

d) Communicating at least annually with
the audit committee or board of
directors of each SEC audit client
regarding the matters discussed in
membership requirement IV.3(p), if
they come to the auditor’s attention,
and documenting such communication
in the working papers?3/

3 Early application of SAS No. 61
’’Communications
With
Audit
Committees,”
along
with
communication of the total fees
received from an SEC client for
MAS and a description of the types
of such services rendered, will be
deemed to be in compliance with
this
membership
requirement.
Effective for audits of periods
beginning on or after January 1,
1989,
membership
requirement
IV.3(p) is rescinded and membership
requirement IV.3(j) is reinstated.
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to Firm Documents

e) Communicating the firm’s statement
of
philosophy
[membership
requirement IV.3(o)]?

f) Communicating in writing on a timely
basis to an SEC registrant and the
Office of the Chief Accountant of the
SEC
that
the
client
auditor
relationship has ceased [membership
requirement IV.3(q)]?4/

4/ Effective May 1, 1989.
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SECTION 2

AICPA DIVISION FOR CPA FIRMS

Suggested Peer Review Program Procedures

(See Page ii of the "Instructions for
Use of the Peer Review Program Guidelines")

Reviewed Firm

Period Covered

SECTION 2
AICPA DIVISION FOR CPA FIRMS
Peer Review Program Guidelines
(See Page ii of the "Instructions for
Use of the Peer Review Program Guidelines")

Remarks and Findings
Including Extent of Testing

Suggested Review Procedures

A.

INDEPENDENCE

1. Compare
the
firm's
independence
policies and procedures with professional
and regulatory requirements.

2. Interview the individual responsible for
resolving independence questions and
discuss the following questions:
a) Have any significant independence
questions been raised during the
year?
Describe the nature and
disposition of the question.

b) How frequently is the staff informed
of changes in the entities to which
the firm’s independence rules apply?

c) How do you monitor changes in
independence
requirements
and
compliance with the firm's policies?

d) Do you believe that you have
sufficient authority within the firm
to fulfill your responsibilities?

2-3

Done By
(Initials)

Remarks and Findings
Including Extent of Testing

Suggested Review Procedures

3. Determine by review of appropriate
documentation and/or by interviews
with selected staff that the firm has
communicated, on a timely basis,
those entities to which the independence
rules apply.

4. Select ____ employees and review
the written independence representations
obtained from those employees during
the most current year.

5. Identify, by review of files or inquiry
(see 2 above), a selection of situations
in which independence questions arose
and consider whether the resolution
of such questions appears appropriate.

6. If sufficient testing is not performed
as part of the engagement reviews,
determine, on a test basis, by inspection
of records and selected letters that
the firm has obtained timely and
appropriate assurance of independence
from other firms engaged to perform
segments of engagements for which
it is the principal auditor.

7. Interview ____ staff to confirm their
familiarity with the firm’s independence
policies and procedures. (See separate
interview guidelines.)
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Done By
(Initials)

Remarks and Findings
Including Extent of Testing

Suggested Review Procedures

B. ASSIGNING PERSONNEL TO ENGAGEMENTS

1. Interview the individual responsible
for assignments and discuss the following
questions:
a) What criteria/factors are used
in making partner and staff assign
ments?

b) How
are
you
notified
of
advancement, hiring, and termination
decisions?

c) How far in advance are staffing
requirements
for
engagements
determined?

d) How far in advance are individuals
notified of their particular work
assignments?

e) Do you believe that you have the
appropriate authority for making
assignments?

2. Review
and
evaluate
procedures for assigning:

the

firm's

a) Staff.

b) Partners-in-charge of engagements.

c) Concurring reviewers.
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Done By
(Initials)

Remarks and Findings
Including Extent of Testing

Suggested Review Procedures

3. Review the
records.

firm’s

staff

scheduling

a) Determine if appropriate considera
tion was given to the factors (e.g.
competence, experience) identified
by the firm as deserving consideration
in staffing engagements.

b) Evaluate whether the factors considered
are appropriate.

4. Interview____ staff to determine whether
they believe that the assignments they
have received have been appropriate.
(See separate interview guidelines.)
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Done By
(Initials)

Remarks and Findings
Including Extent of Testing

Suggested Review Procedures

C.

CONSULTATION

1. Evaluate the appropriateness of the
method and extent of designating
specialists, the degree of authority to be
accorded specialists’ opinions, and the
procedures
followed
for
resolving
differences
of
opinion
between
engagement personnel and specialists.

2. Evaluate
the
extent
of required
consultation and whether such situations
are comprehensive enough for the firm.

3. Identify, by review of subject files or by
inquiry, situations in which consultation
has taken place and evaluate whether the
advice appears appropriate and correctly
applied.

4. Evaluate the appropriateness of any
guidance issued regarding reports on the
application of accounting principles, as
described in SAS 50.
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Done By
(Initials)

Remarks and Findings
Including Extent of Testing

Suggested Review Procedures

5. Review the documentation prepared in
connection with the issuance of ____
reports on the application of accounting
principles, as described in SAS 50, and
evaluate whether:
a) The
firm
complied
with
its
requirements and with professional
standards.

b) There is reason to believe that the
opinion rendered is not appropriate
in the circumstances.

6. Inspect the firm’s library and determine
if it is sufficiently comprehensive and
up-to-date. Specifically, determine that
the library includes: recent pronounce
ments, literature appropriate for the
firm’s specialties, and timely filing of
loose-leaf services.

7. Interview ____ personnel to confirm
their
awareness
of
the
firm’s
consultation policies and procedures and
discuss how they follow those policies
and procedures in practice.
(See
separate interview guidelines.)
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Done By
(Initials)

Remarks and Findings
Including Extent of Testing

Suggested Review Procedures

D.

SUPERVISION

1. Evaluate whether the position of the
person(s) responsible for planning engage
ments is commensurate with the assigned
responsibility.

2. Consider whether all appropriate matters
are required to be included in the
engagement planning process.

3. Review
and
evaluate
the
appropriateness
of
the
guidance
material
provided
by
the
firm
regarding:
a) Evaluation of internal accounting
controls,
including
computer
controls.

b) Correlation of internal accounting
controls to substantive procedures.

c) Audit risk and materiality considerations.

d) Audit sampling techniques.

e) Degree of reliance to be placed on
analytical review procedures.

g) Other
pertinent
Manuals).
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Done By
(Initials)

Remarks and Findings
Including Extent of Testing

Suggested Review Procedures

4. Review and evaluate the appropriateness
of any standardized forms, checklists,
and questionnaires.

5. If the firm uses quality control materials
(e.g., an audit and accounting manual or
standardized
forms,
checklists,
or
questionnaires) purchased from another
accounting firm or some other third
party:

a) Obtain and review the most recent
report on the review of the suitability
of the design of those materials, if
any.

i)

If there is such a report,
determine whether the firm has
tailored the materials, to the
extent appropriate, to provide the
firm with reliable aids to assist
it in conforming with professional
standards.

ii) If there is no such report, evaluate
whether
the
materials
are
appropriately comprehensive and
suitably designed and whether the
firm has tailored the materials, to
the extent appropriate, to provide
the reviewed firm with reliable
aids to assist it in conforming with
professional standards.

b)
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Evaluate the appropriateness of the
procedures performed by the firm to
ensure that the materials are
up-to-date and cover all applicable
recent pronouncements.
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Done By
(Initials)

Remarks and Findings
Including Extent of Testing

Suggested Review Procedures

6. Review and evaluate the appropriateness
of the firm’s policies and procedures for
the review of engagement working papers,
reports, and financial statements. [See
also page 2-19, step J(7).]

7. Review and evaluate the appropriateness
of the firm’s procedures for resolving
differences of opinion among members
of an engagement team.

8. Review and evaluate the firm’s policies
and procedures for:
a) Evaluating the quality of a potential
merger candidate.

b) Training
and
integrating
the
professional
personnel
of
the
merged-in practice in the reviewed
firm’s quality control policies and
procedures.

9. Review the firm’s other supervision
policies and procedures, including the
policies
and procedures for the
supervision and control of work
performed
by other offices,
correspondents, or
affiliates,
and
evaluate their suitability for the firm.

10. Interview ____ personnel to confirm
their awareness of the firm’s supervision
policies and procedures.

(See separate

interview guidelines.)

3/87
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Suggested Review Procedures
E.

HIRING

1. Interview the individual responsible for
making hiring decisions and discuss the
following questions:

a) How does the firm plan for its
personnel needs and does the hiring
program satisfy those needs?

b) How are potential hirees identified
and informed about the firm?

c) What attributes, achievements, and
experience do you seek in:
i. Entry-level personnel?

ii. Experienced personnel?

d) What background
obtained?

information

is

e) How are persons involved in the
hiring process informed about the
firm’s
personnel
needs
and
objectives?

f) How do you monitor the effectiveness
of the recruiting program?

g) Do you believe that you have
sufficient authority within the firm
for making hiring decisions?

3/87
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2. Review or discuss the firm’s hiring plans,
including its hiring objectives, and
evaluate the appropriateness of the
hiring plans.
3. Evaluate the appropriateness of:
a) The attributes sought in hirees.
b) The achievements and experiences
sought in hirees.

c) The background information required
by firm policy on potential hirees.
4. Select ____ new hirees, including those
joining the firm through mergers or at
supervisory levels, and obtain each
individual’s personnel files.

a) Determine whether the background
information and other documentation
required by firm policy was obtained.

b) Review the documentation contained
therein and evaluate whether the
individual possesses the desired
attributes,
achievements,
and
experience. If not, ascertain from
other documentation or from inquiry
why an exception was made.
c) Interview____ of these new hirees.
(See separate interview guidelines.)

5. Review and evaluate the method(s) by
which new personnel are notified of the
policies and procedures relevant to them.
6. Interview ____ staff involved in the
recruiting process to confirm their
awareness of the firm’s hiring objectives.
(See separate interview guidelines.)
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F.

PROFESSIONAL DEVELOPMENT

1.

Interview
the
individual responsible
for the professional development func
tion and discuss the following questions:
a)

How does the firm ensure that
it is complying with the section’s
CPE
membership
requirement
and what aspects, if any, is it having
difficulty complying with?

b)

How frequently are the professional
development
records
reviewed
to ensure that the firm’s personnel
comply with:

c)

d)

3/87

i.

The firm’s requirements?

ii.

The section’s requirements?

iii.

The state board of accoun
tancy’s requirements?

What factors are considered when
enrolling
professional
personnel
in training programs (e.g. areas
of weakness noted in the individ
ual’s performance in the person’s
areas of responsibility or specialty)?

i.

How far in advance are pro
fessional
personnel
notified
of the courses they are to
attend?

ii.

Do
professional
personnel
have any input in deciding
which courses they attend?

Do you believe that you have suffi
cient authority to ensure that all
professional
personnel
receive
appropriate
training during the
year?
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2.

3.

If the firm presents in-house training
programs, select ____ of these programs.
Examine the materials and information
on the course developer and instructors
and determine whether:

a)

The developer is qualified.

b)

The course is technically accurate,
current, and contributes to the
professional
competence of the
staff.

c)

The course instructor is qualified.

d)

The participants and instructor
evaluate the course, and appropriate
action is taken when the evaluations
are not favorable.

Review the firm’s records of partici
pation by personnel in CPE and verify
that:
a)

The records are suitably compre
hensive.

b)

The firm and its personnel have
complied with the firm's CPE re
quirements.

c)

The firm has complied with the
Section's membership requirements
[see also Step (J5)].

4.

Determine by inquiry or review of other
documentation
whether
professional
literature relating to current develop
ments in professional standards and
other related materials are distributed
on a timely basis.

5.

Interview ____ staff to determine their
professional
development
activities,
to evaluate the firm's CPE function,
and to evaluate their on-the-job train
ing experience.
(See separate inter
view guidelines.)

/87
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G.

ADVANCEMENT

1.

Interview the individual(s) responsible
for making advancement and termination
decisions and discuss the following
questions:
a)

What are the firm’s advancement
and termination policies and proce
dures?

b)

How do you monitor the firm's
compliance with its policies and
procedures?

c)

Do you believe that you have the
appropriate authority for making
advancement and termination deci
sions?

2.

Review job descriptions and advance
ment criteria and evaluate whether
they are reasonable for the firm.

3.

Review ____ personnel files, personnel
evaluations, or other documentary evi
dence to determine whether staff mem
bers are reviewed, evaluated, and pro
moted in accordance with firm policy.

4.

Evaluate the effectiveness of the method
by which partners are evaluated to
determine if they fulfill the responsi
bilities assigned to them.
(Consider
interviewing selected partners to assist
in evaluating the effectiveness of this
method.)

5.

Interview ____ staff to determine their
awareness of the firm’s advancement
policies and procedures and whether
they are followed. (See separate inter
view guidelines.)
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H.

ACCEPTANCE AND CONTINUANCE
OF CLIENTS

1. Interview the person responsible for
making
decisions
regarding
the
acceptance of clients and discuss the
following questions:
a) What criteria are considered by the
firm in the acceptance of clients and
how were these applied during the
year?

b) Do you believe that you have
sufficient
authority for making
acceptance decisions?

2. Interview the person responsible for
making
decisions
regarding
the
continuance of clients and discuss the
following questions:
a) What specific circumstances require
the evaluation of an existing client
to determine whether the relationship
should be continued and were
evaluations performed during the
year when these circumstances were
encountered?

b) Do you believe that you have
sufficient
authority for making
continuance decisions?
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3. Evaluate the appropriateness of the
firm’s policies and procedures for the
acceptance and continuance of clients.
Consider:

a) The applicability of professional
standards (e.g., communications with
and regulations).
b) The appropriateness of the criteria
considered in the acceptance of new
clients, the types of engagements
that the firm would not accept or
that would be accepted only under
certain conditions, and whether other
types of engagements should be
added.

c) The
appropriateness
of
the
circumstances
in
which
the
reevaluation of an existing client is
required.

4. Review the methods of notifying the
appropriate personnel of the firm’s
policies
and
procedures
for
the
acceptance and continuance of clients.
Evaluate whether the people being
informed are the ones who need to have
knowledge
of
the
policies
and
procedures.
5. Review the documentation of ____
clients considered for acceptance during
the year and evaluate whether the firm
is conforming with its requirements and
with professional standards, including
communications
with
predecessor
auditors/accountants.

6. Review ____ files or other evidence
(such as minutes) documenting client
continuance and evaluate whether the
firm is conforming with its requirements
and with professional standards.
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7. For SECPS member firms, obtain a list
from the firm of those SEC clients
accepted since the end of the last peer
review year (or for the year under review
if the reviewed firm has not previously
undergone a peer review) where, as
reported in a Form 8-K, in a similar
public filing, such as a document filed
with the Office of the Comptroller of
the Currency, the Federal Reserve
Board, or the Federal Deposit Insurance
Corporation, or in a document filed with
the Federal Home Loan Bank Board that
is available to the successor auditor, the
former accountant resigned (or declined
to stand for reelection) or there was a
reported disagreement over any matters
of accounting principles or practices,
financial
statement
disclosure,
or
auditing scope or procedure, or there was
a "reportable event” as defined in item
304(a)(1)(v) of SEC Regulation S-K. For
such engagements:

a) Review
the
existing
client-acceptance
documentation
that relates to the matters or
procedures that were the subject of
the resignation or disagreement.

b)

7/89

Review such current or prior periods’
engagement working papers, financial
statements, or auditor’s reports to
the extent considered necessary to
be able to evaluate whether the
matters or procedures were handled
appropriately.
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c)

Determine whether, since the end of
the last peer review year (or for the
year under review if the reviewed
firm has not previously undergone a
peer review), any opinions on the
application of generally accepted
accounting principles were rendered
to the entity prior to acceptance (for
example, during the proposal process
or before).

d)

If any such opinions were rendered,
determine whether they were issued
pursuant to the firm’s policies
relating to the issuance of such
opinions.

8. For SECPS member firms, obtain a list
from the firm of all new SEC
engagements (1) for which there was a
predecessor accountant or auditor, and
(2) for which the reviewed firm’s first
report on accounting and auditing
services related to period that ended
during the reviewed firm’s peer review
year.
Review
the
existing
client-acceptance documentation for all
engagements on this list in the offices
selected for review .1/

9. Interview ____ personnel and confirm
their awareness of the circumstances in
which the reevaluation of a client would
be required. (See separate interview
guidelines.)

1/ there are any engagements in the
offices selected for review that are
on both this list and the list obtained
at step (7) above, those engagements
(or portions of those engagements)
should be selected for review. In any
event, at least one engagement on the
list obtained in this step should be
reviewed in each office visited.
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I.

INSPECTION

1. Interview the individual responsible for
the inspection function and discuss the
following questions:

a) What criteria are considered in
selecting individuals to participate
in the inspection activities?

b) What criteria are considered in
selecting offices and engagements for
review?

c) Do you believe that sufficient
resources, including inspection review
time
and
senior
management
attention, are devoted to inspection,
including follow-up on the inspection
findings?

d) How do you monitor whether the
corrective actions planned as a result
of the inspection are appropriate and
are actually taken?

e) Do you believe that you have
sufficient authority to ensure that
the inspection is performed in a
comprehensive and timely manner?

2. Review the available documentation
supporting annual inspections conducted
since the last peer review, if any, and
evaluate whether:
a) The
inspectors
have
sufficient
training and experience for the
task(s) assigned.

7/89
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b) The inspection coverage included:

i)

Reviewing and testing compliance
with applicable firm quality
control policies and procedures,
including those relating to all
elements of the quality control
system.

ii) Reviewing an appropriate number
and type of engagements for
compliance
with
professional
standards.

iii) Reviewing an appropriate number
of offices.
c) The
inspection
findings
appropriately
documented
summarized.

are
and

d) The design and content of the
programs, checklists, and instructions
related to the inspection policies and
procedures are sufficient to enable
the inspectors to evaluate the firm’s
compliance with its quality control
policies and procedures in other
areas.

e) Appropriate corrective action was
taken, including timely and effective
follow-up (e.g., application of the
provisions of AU Sections 390 and
561).

3. Evaluate whether the inspection findings
correlate with the peer review findings.
Explain the reasons for any significant
differences.
4. Interview ____ staff or review other
documentation to determine whether the
inspection
findings
have
been
appropriately
communicated.
(See
separate interview guidelines.)
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J.

MEMBERSHIP REQUIREMENTS FOR ALL
MEMBERS

1. Obtain reasonable assurance that each
proprietor, shareholder, or partner of the
firm resident in the United States and
eligible for AICPA membership is a
member of the AICPA by reviewing files,
reviewing the AICPA List of Members,
confirming
membership
with
the
Division’s staff, or examining invoices
and cancelled checks.

2. Obtain reasonable assurance that a
majority of the partners of the firm are
CPAs (a separate determination may not
be necessary, depending on the results
of the previous step).
3. Inquire about the existence of present
or pending matters that might affect the
ability of the firm to engage legally in
the practice of public accounting.
4. Determine by inquiry whether the firm
is being or has been investigated during
the last three years by any state board
of accountancy in connection with the
quality of the firm’s accounting and
auditing practice and, if available, the
results thereof and consider a) the possible effect on its right to prac
tice.
b) any other implications (e.g. effect
on the scope of the peer review).

5. Review copies of the firm’s annual
reports and annual education reports to
the Section and note any apparently
inappropriate information that needs to
be corrected.

6. Review
documentation
evidencing
payment of the aplicable Section’s dues
for the current year.
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FOR SECPS MEMBERS ONLY

7. Review the guidelines that have been
developed in connection with the
concurring partner review requirement
and evaluate whether they:

a) Provide for the required review by
a reviewer having sufficient technical
expertise and experience.
b) Specify the nature,
timing of the review.

extent,

and

c) Specify the nature and extent of the
documentation required to evidence
compliance with the firm’s policies
and procedures with respect to the
concurring
partner
review
requirement.
8. Evaluate the adequacy of the firm’s
system for reporting litigation to the
Quality Control Inquiry Committee
pursuant to membership requirement
IV.3(m).

9. Determine by inquiry and by inspecting
letters to the Quality Control Inquiry
Committee that litigation against the
firm since the firm’s last peer review (or
the firm became a member of the
SECPS, whichever is later) was reported
on a timely basis pursuant to membership
requirement IV.3(m).2/

2/New member firms shall report within
30 days of joining the section, such
litigation,
proceedings
or
investigations, as defined, as may have
been filed or announced within the
three-year period preceeding the
firm’s admission to the section.
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------------------------------------------------------------------------

10. Interview supervisory personnel involved
in
management
advisory
services
regarding their understanding of the
scope of the firm’s services in that area
and their familiarity with the Section’s
requirements proscribing the performance
of
certain
management
advisory
services.
11. Evaluate the adequacy of the firm’s
system for monitoring compliance with
membership requirement IV.3(e) [partner
rotation on SEC engagements].
12. Evaluate the adequacy of the firm’s
procedures for communicating at least
annually with the audit committee or
board of directors of each SEC audit
client regarding the matters discussed
in membership requirement IV.3(p), if
they come to the auditor’s attention, and
for documenting such communication in
the working papers.2/
13. Review the statement of firm philosophy
that has been developed pursuant to
membership requirement IV.3(o) and
evaluate whether it is consistent with
the firm’s quality control policies and
procedures. Interview __
professional
staff (including partners) and confirm
their awareness of the statement.

2/Early application of SAS No. 61,
’’Communications
with
Audit
Committees”,
along
with
communication of the total fees
received from an SEC client for MAS
and a description of the types of such
services rendered, will be deemed to
be compliance with this membership
requirement. Effective for audits of
periods begin ing on or after January
1, 1989, membership requirement
IV.3(p) is rescinded and membership
requirement IV.3(j) is reinstated.
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14. Evaluate the adequacy of the firm’s
system for notifying the Office of Chief
Accountant of the SEC on a timely basis
[pursuant to membership requirement
IV.3(q)]
when
the
client-auditor
relationship with an SEC registrant has
ceased.
15. Select___ SEC clients where, since May
1, 1989 or the end of the last peer review
year, whichever comes later, the firm
ceased to be the auditor, and review the
letter notifying the Office of the Chief
Accountant of the SEC that the
client-auditor
relationship
has
ceased.3/[Consider including in this
selection any such engagements that
were reviewed.]

3/The reviewer may wish to be obtain
a list of former clients meeting these
criteria.

7/89

2-26

Done By
(Initials)

SECTION 3
AICPA DIVISION FOR CPA FIRMS
Staff Interview Questionnaire

(See Page iii of the "Instructions for
Use of the Peer Review Program Guidelines")

SECTION 3
AICPA DIVISION FOR CPA FIRMS
PEER REVIEW PROGRAM GUIDELINES

STAFF INTERVIEW QUESTIONNAIRE

The review of a CPA firm’s quality control policies and procedures frequently requires that
firm personnel be interviewed'. Interviews with firm personnel are generally contemplated
as a corroborative technique rather than as a means for initially gathering information.
Reviewers should consider the nature of the topic, the level of the personnel being
interviewed, and the size of the firm when soliciting information. This questionnaire lists
suggested interview questions that may be tailored as the interviewer deems appropriate.
One copy of the interview questionnaire is supplied with these Guidelines. Additional copies
of the questionnaire should be reproduced as needed. (See also page iii of the "Instructions
for Use of the Peer Review Program Guidelines.”)

Office Code No.

Interviewee Code

Level of Interviewee

The Interviewee should be advised that no record is kept of his or her name.

Suggested Questions
A.

Responses

INDEPENDENCE

1.

How does the firm inform you of its
policies and of those entities to which
the firm’s independence policies apply?

2.

What kinds of situations might cause
you to have a question on an independence
matter?
If you had such a question, what would
you do?

3.

Has another firm ever performed a
segment of an engagement on which
you have been involved and for which
your firm was the principal auditor?
Yes ____ No ____ . If yes, has the
independence
of
that
firm
been
confirmed? Yes ____ No ____ . If not,
why?
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Responses

Suggested Question
B.

C.

ASSIGNING PERSONNEL TO ENGAGEMENTS

1.

What types of assignments have you
had in the past?

2.

Do you believe that the assignments
you have received have been appropriate
and well diversified?

CONSULTATION

1.

When you do not know the answer to
an accounting or auditing question,
with whom do you consult?

2.

Has the firm identified any specialized
situations requiring consultation? Yes
____ No ____ . If yes, give a few
examples. How have you been apprised
of situations requiring
consultation
with a specialist?

3.

Has the firm identified any individuals
within the firm as (industry) specialists?
Yes ____ No ____ . If yes, give a few
examples. How have you been apprised
of them?

4.

What degree of authority is accorded
the opinions of specialists, if any, and
how are any differences of opinion
with such specialists resolved?

3-4

Responses

Suggested Question

D. SUPERVISION

1.

Do you believe that the engagements
on which you have participated have been
properly planned?
Yes____ No____ .
If no, explain why.

2.

In planning an engagement, what forms
should be prepared and what procedures
should be performed? (Applicable only
to staff with planning responsibility.)

3.

To what extent have you been supervised
on the engagements on which you have
participated and do you believe that
the degree of supervision was adequate?

4.

To what extent have you supervised
other people on engagements on which
you have participated?
Were you
adequately trained to carry out that
responsibility?

5.

How are differences of professional
judgment
among
members
of
an
engagement team resolved?

3-5

Responses

Suggested Question
HIRING

New Hires
1.

How did you learn about the firm?

2.

Why did you select this firm?
your expectations been met?

3.

How were you informed about the policies
and procedures that are relevant to
you?

Have

Staff Involved in Recruiting Process

4.

Prior to becoming involved in the hiring
process, were you informed about the
firm’s hiring objectives?
Yes ____
No ____ . If yes, how were you apprised
of this information?

5.

What
attributes,
achievements
experiences are sought in hirees?

and

PROFESSIONAL DEVELOPMENT

1.

What is your general evaluation of the
courses you attended in the last year,
and do you believe that the courses
you attended contributed to your
professional competence?

2.

To what extent have you been provided
with training during the performance
of engagements (on-the-job training)?

3.

Do you believe that the on-the-job
training that you received was adequate?
Yes____ No_____ . If no, briefly describe
why.

3-6

Responses

Suggested Question
G. ADVANCEMENT

1.

What is your current position in the
firm,
including
title
and
related
responsibilities?

2.

What are the qualifications deemed
necessary for promotion to the level
immediately above yours?

3.

To what extent do you receive feedback
on your performance? Do you feel
that this is satisfactory?

4.

How often have you been evaluated
during the last year and do you believe
that these evaluations, if any, were
performed on a timely basis? Were
they fair?

H. ACCEPTANCE
CLIENTS

1.

AND

CONTINUANCE

OF

What conditions on an engagement
would cause you to bring them to the
attention of your supervisor so that
a decision could be made whether the
firm’s relationship with the client should
be continued?

3-7

Responses

Suggested Question

I.

INSPECTION

1.

Were any of the engagements on which
you worked selected for review during
the most recent inspection and the
one immediately preceding it? Yes
____ No ____ . If yes, were you made
aware of the findings concerning your
work and were they considered on the
subsequent engagement(s)?

2.

What were the findings of the most
recent inspection and how were these
communicated to you?

J. MEMBERSHIP REQUIREMENTS (SECPS ONLY)

1.

What does the firm’s
philosophy” state?

"statement

of

Date of Interview____________________________________________________________________

Interviewer’s Signature ______________________________________________________________

Date Interview Questionnaire Reviewed by Team Captain _______________________________
Team Captain’s Signature___________________________________________________________ _
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SECTION 4
AICPA DIVISION FOR CPA FIRMS
Conclusions on the Peer Review

[See Pages iv and v of the "Instructions for Use of the
Peer Review Program Guidelines"]
YES

A.

NO

INDEPENDENCE

1. Based on reading the relevant section in the quality
control document and other relevant written firm
materials, and/or the information obtained from
the questionnaire filled out by the reviewed firm,
discussions with firm personnel, and the results
of the specific procedures performed and engagements
reviewed, do you conclude that:

a. All professional personnel are required to adhere
to applicable independence rules, regulations,
interpretations, and rulings?
b. The
policies
and procedures
relating to
independence are communicated to all professional
personnel?

c. When acting as principal auditor, the firm requires
confirmation of the independence of another
firm engaged to perform segments of an
engagement?
d. The firm adequately monitors compliance with
its policies and procedures relating to independence
on a timely basis?

e. The firm complied with its independence policies
and procedures during the period and adequately
documented its compliance to the extent required
by firm policy?
IF ANY OF THE ABOVE QUESTIONS WERE ANSWERED "NO," PLEASE ANSWER THE
REMAINING QUESTIONS
YES

NG

------

------

2. In your opinion, do the ”no” answers indicate:

a. A deficiency in the design of the system of quality
control?
b. Noncompliance with the system of quality control?
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INDEPENDENCE (CONTINUED)

3. Briefly describe all "no" answers below. Indicate if the "no" answers represent
a lack of performance or inadequate documentation.*

4. In your opinion, do the "no" answers indicate matters that should**:

a. Result in a modified report?

Yes____ No _______ .

Briefly explain why.______________________________________________________

b. Be included in the letter of comments?

Yes ____

No ____ .

Briefly explain why and if "no" whether they were communicated orally. ________

Reviewer’s Signature

Date ________________________

Team Captain’s Signature

Date ________________________

* Attach additional pages if necessary.
**See pages 2-24 through 2-31 of the PCPS and SECPS manuals for guidance on
reporting.
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YES
B.

NO

ASSIGNING PERSONNEL TO ENGAGEMENTS

1. Based on reading the relevant section of the quality
control document, and other relevant written firm
materials and/or the information obtained from
the questionnaire filled out by the reviewed firm,
discussions with firm personnel and the results of
the specific procedures performed and engagements
reviewed, do you conclude that the firm:

a. Identifies on a timely basis the
requirements of specific engagements?

staffing

b. Communicates its policies and procedures for
assigning personnel to engagements to professional
personnel?

c. Appropriately considers the following factors
in assigning partners and staff to achieve a balance
of engagement manpower requirements, personnel
skills, individual development, and utilization:
i.

Engagement size and complexity?

ii. Timing of the work to be performed?
iii. Special expertise required?
iv. Continuity and periodic rotation of personnel?
v. Opportunities for on-the-job training?

vi. Personnel availability?

d. Notifies staff of work assignments on a timely
basis?
e. Complied with its policies and procedures for
assigning personnel to engagements during the
period and adequately documented its compliance
to the extent required by firm policy?
IF ANY OF THE ABOVE QUESTIONS WERE ANSWERED "NO," PLEASE ANSWER THE
REMAINING QUESTIONS
YES

2. In your opinion, do the "no” answers indicate:

a. A deficiency in the design of the system of quality
control?
b. Noncompliance with the system of quality control?
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NO

ASSIGNING PERSONNEL TO ENGAGEMENTS (CONTINUED)

3. Briefly describe all "no" answers below. Indicate if the "no" answers represent
a lack of performance or inadequate documentation.*

4. In your opinion, do the "no” answers indicate matters that should**:

a. Result in a modified report?

Yes ____

No ____ .

Briefly explain why. ______________________________________________________

b. Be included in the letter of comments?

Yes____ No _______ .

Briefly explain why and if "no” whether they were communicated orally. ________

Reviewer’s Signature

Date ________________________

Team Captain’s Signature

Date ________________________

* Attach additional pages if necessary.
**See pages 2-24 through 2-31 of the PCPS and SECPS manuals for guidance on
reporting.
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YES
C.

NO

CONSULTATION

1. Based on reading the relevant section in the quality
control document and other relevant written firm
materials, and/or the information obtained from
the questionnaire filled out by the reviewed firm,
discussions with firm personnel, and the results
of the specific procedures performed and engagements
reviewed, do you conclude that the firm:
a. Appropriately identifies areas and specialized
situations where consultation is required?
b. Designates, if applicable, appropriate individuals
as specialists to serve as authoritative sources?

c. Specifies the authority to be accorded specialists
in consultations?
d. Provides adequate procedures for resolving
differences of opinion between engagement
personnel and specialists?

e. Requires and maintains appropriate documentation
of the results of consultations, including, if
applicable, considerations involved in the resolution
of differences of opinion?
f. Maintains or provides access to an adequate
reference library or other authoritative source?
g. Adequately
communicates its policies and
procedures relating to consultation to all
professional personnel?
h. Complied with its policies and procedures for
consultation during the period and adequately
documented its compliance to the extent required
by firm policy?
IF ANY OF THE ABOVE QUESTIONS WERE ANSWERED "NO," PLEASE ANSWER THE
REMAINING QUESTIONS
............
YES

2. In your opinion, do the "no" answers indicate:

a. A deficiency in the design of the system of quality
control?

b. Noncompliance with the system of quality control?
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NO

CONSULTATION (CONTINUED)

3. Briefly describe all "no" answers below. Indicate if the "no" answers represent
a lack of performance or inadequate documentation.*

4. In your opinion, do the "no” answers indicate matters that should**:

a. Result in a modified report?

Yes ____

No ____ .

Briefly explain why. ______________________________________________________

b. Be included in the letter of comments?

Yes ____

No ____ .

Briefly explain why and if "no" whether they were communicated orally.________

Reviewer’s Signature ___________________________

Date ________________________

Team Captain’s Signature _______________________

Date ________________________

* Attach additional pages if necessary.
**See pages 2-24 through 2-31 of the PCPS and SECPS manuals for guidance on
reporting.
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YES

D.

NO

SUPERVISION

1. Based on reading the relevant section in the quality
control document and other relevant written firm
materials, and/or the information obtained from
the questionnaire filled out by the reviewed firm,
discussions with firm personnel, and the results
of the specific procedures performed and engagements
reviewed, do you conclude that the firm:

a. Has established appropriate procedures for planning
engagements?
b. Has established
maintaining the
including:

appropriate procedures for
firm’s standards of quality,

Guidelines for the form and content of working
papers?
ii. Standardized forms, checklists, questionnaires,
and other guidance materials to the extent
appropriate?
iii. Adequate supervision at all organizational
levels?
iv. Procedures for resolving differences of
professional judgment among the engagement
team?

i.

c. Has established appropriate procedures for
reviewing engagements and for the documentation
thereof?
d. Adequately
communicates its policies and
procedures relating to supervision to all
professional personnel?

e. Complied with its policies and procedures for
supervision during the period and adequately
documents its compliance to the extent required
by firm policy?
f. Conformed with professional standards during
the period in the performance of the accounting
and auditing engagements selected for review?
IF ANY OF THE ABOVE QUESTIONS WERE ANSWERED "NO," PLEASE ANSWER THE
REMAINING QUESTIONS
YES

NO

a. A deficiency in the design of the system of quality
control?

____

____

b. Noncompliance with the system of quality control?

____

____

2. In your opinion, do the "no” answers indicate:
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SUPERVISION (CONTINUED)

3. Briefly describe all "no" answers below. Indicate if the "no" answers represent
a lack of performance or inadequate documentation.*

4. In your opinion, do the "no" answers indicate matters that should**:

a. Result in a modified report?

Yes ____

No ____ .

Briefly explain why. ______________________________________________________

b. Be included in the letter of comments?

Yes ____

No ____ .

Briefly explain why and if "no" whether they were communicated orally. ________

Reviewer's Signature

Date ________________________

Team Captain’s Signature

Date ________________________

* Attach additional pages if necessary.
**See pages 2-24 through 2-31 of the PCPS and SECPS manuals for guidance on
reporting.

4-10

E.

YES

NO

____

____

____

____

f. Informs new personnel of the firm’s policies
and procedures on a timely basis?

____

____

g. Complied with its policies and procedures relating
to hiring during the period and adequately
documented its compliance to the extent required
by firm policy?

____

____

HIRING

1. Based on reading the relevant section in the quality
control document and other relevant written firm
materials, and/or the information obtained from
the questionnaire filled out by the reviewed firm,
discussions with firm personnel, and the results
of the specific procedures performed and engagements
reviewed, do you conclude that the firm:

a. Adequately plans for the firm’s personnel needs
and establishes appropriate hiring objectives,
based on current clientele, anticipated growth,
personnel turnover, etc?
b. Identifies
relevant
attributes,
achievements
and experience to be sought in hirees?

c. Appropriately investigates and evaluates the
qualifications of prospective employees to assure
that they meet the firm’s requirements and
standards?
d. Adequately
communicates its policies and
procedures relating to hiring to those persons
involved in the hiring process?

e. Adequately monitors
recruiting program?

the effectiveness of its

IF ANY OF THE ABOVE QUESTIONS WERE ANSWERED "NO," PLEASE ANSWER THE
REMAINING QUESTIONS
YES

NO

a. A deficiency in the design of the system of quality
control?

____

____

b. Noncompliance with the system of quality control?

____

____

2. In your opinion, do the "no" answers indicate:
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HIRING (CONTINUED)

3. Briefly describe all "no" answers below. Indicate if the "no” answers represent
a lack of performance or inadequate documentation.*

4. In your opinion, do the "no" answers indicate matters that should**:

a. Result in a modified report?

Yes ____

No ____ .

Briefly explain why. ______________________________________________________

b. Be included in the letter of comments?

Yes ____

No ____ .

Briefly explain why and if "no" whether they were communicated orally. ________

Reviewer’s Signature___________________________ Date __________________________
Team Captain’s Signature ______________ _________

Date ________________________

* Attach additional pages if necessary.
**See pages 2-24 through 2-31 of the PCPS and SECPS manuals for guidance on
reporting.

4-12

F.

YES

NO

c. Provides personnel with appropriate professional
literature relating to current developments on
a timely basis?

____

____

d. Provides personnel with appropriate programs,
including to the extent necessary, programs
to fill the firm’s needs for personnel with expertise
in specialized areas and industries?

____

____

e. Provides adequate on-the-job training?

____

____

f. Adequately
communicates its policies and
procedures relating to continuing professional
education to all professional personnel?

____

____

g. Complied with its policies and procedures relating
to professional development during the period
and adequately documented its compliance to
the extent required by firm policy?

____

____

PROFESSIONAL DEVELOPMENT

1. Based on reading the relevant section in the quality
control document and other relevant written firm
materials, and/or the information obtained from
the questionnaire filled out by the reviewed firm,
discussions with firm personnel, and the results
of the specific procedures performed and engagements
reviewed, do you conclude that the firm:

a. Has established appropriate continuing professional
education requirements for personnel at each
level within the firm?
b. Adequately monitors the development of continuing
professional
education
programs,
maintains
appropriate records, and monitors the records?

IF ANY OF THE ABOVE QUESTIONS WERE ANSWERED "NO,” PLEASE ANSWER THE
REMAINING QUESTIONS
YES

2. In your opinion, do the "no" answers indicate:
a. A deficiency in the design of the system of quality
control?
b. Noncompliance with the system of quality control?

7/89

4-13

NO

PROFESSIONAL DEVELOPMENT (CONTINUED)

3. Briefly describe all "no" answers below. Indicate if the "no" answers represent
a lack of performance or inadequate documentation.*

4. In your opinion, do the "no" answers indicate matters that should**:

a. Result in a modified report?

Yes ____

No ____ .

Briefly explain why. ________________________ ______________________________

b. Be included in the letter of comments?

Yes ____

No ____ .

Briefly explain why and if "no" whether they were communicated orally.

........

Reviewer’s Signature

Date ________________________

Team Captain's Signature

Date

_

* Attach additional pages if necessary.
**See pages 2-24 through 2-31 of the PCPS and SECPS manuals for guidance on
reporting.
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YES
G.

NO

ADVANCEMENT

1. Based on reading the relevant section in the quality
control document and other relevant written firm
materials, and/or the information obtained from
the questionnaire filled out by the reviewed firm,
discussions with firm personnel, and the results
of the specific procedures performed and engagements
reviewed, do you conclude that the firm:
a. Has established appropriate qualifications for
the various levels of responsibility within the
firm?
b. Has identified relevant criteria for evaluating
individual performance and expected proficiency?

c. Adequately communicates criteria for evaluating
individual performance and expected proficiency
to professional personnel?
d. Appropriately evaluates the performance
partners and other professional personnel
a periodic basis?

of
on

e. Provides for appropriate
evaluations of performance?

of

documentation

f. Appropriately evaluates the data obtained
regarding performance and gives proper recognition
in advancement decisions to the quality of work
performed?
g. Appropriately monitors the firm’s advancement
experience on a periodic basis to ascertain whether
individuals meeting stated criteria are assigned
increasing degrees of responsibility?
h. Complied with its advancement policies and
procedures during the period and adequately
documents its compliance to the extent required
by firm policy?

IF ANY OF THE ABOVE QUESTIONS WERE ANSWERED "NO," PLEASE ANSWER THE
REMAINING QUESTIONS
YES

2. In your opinion, do the "no" answers indicate:
a. A deficiency in the design of the system of quality
control?
b. Noncompliance with the system of quality control?
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NO

ADVANCEMENT (CONTINUED)

3. Briefly describe all "no" answers below. Indicate if the "no" answers represent
a lack of performance or inadequate documentation.*

4. In your opinion, do the "no" answers indicate matters that should**:

a. Result in a modified report?

Yes____ No _______ .

Briefly explain why.______________________________________________________

b. Be included in the letter of comments?

Yes ____

No ____ .

Briefly explain why and if "no" whether they were communicated orally. ________

Reviewer’s Signature

Date ________________________

Team Captain’s Signature

Date ________________________

* Attach additional pages if necessary.
**See pages 2-24 through 2-31 of the PCPS and SECPS manuals for guidance on
reporting.
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YES

H.

NO

ACCEPTANCE AND CONTINUANCE OF CLIENTS

1. Based on reading the relevant section in the quality
control document and other relevant written firm
materials, and/or the information obtained from
the questionnaire filled out by the reviewed firm,
discussions with firm personnel, and the results
of the specific procedures performed and engagements
reviewed, do you conclude that the firm:

a. Has established appropriate policies and procedures
for evaluating and obtaining information about
prospective clients?
b. Requires communication with predecessor auditors,
if any, in accordance with auditing standards?

c. Has established appropriate policies and procedures
for evaluating whether the relationship with
existing clients should be continued?
d. Communicates its policies and procedures for
accepting and continuing clients to appropriate
personnel?

e. Adequately monitors its compliance with its
policies and procedures relating to acceptance
and continuance of clients?
f. Complied with its policies and procedures relating
to acceptance and continuance of clients during
the period and adequately documents its
compliance to the extent required by firm policy?
IF ANY OF THE ABOVE QUESTIONS WERE ANSWERED "NO," PLEASE ANSWER THE
REMAINING QUESTIONS
YES

2. In your opinion, do the "no" answers indicate:

a. A deficiency in the design of the system of quality
control?
b. Noncompliance with the system of quality control?
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NO

ACCEPTANCE AND CONTINUANCE OF CLIENTS (CONTINUED)

3. Briefly describe all ”no” answers below. Indicate if the "no" answers represent
a lack of performance or inadequate documentation.*

4. In your opinion, do the "no" answers indicate matters that should**:

a. Result in a modified report?

Yes ____

No ____ .

Briefly explain why. ______________________________________________________

b. Be included in the letter of comments?

Yes ____

No ____ .

Briefly explain why and if "no" whether they were communicated orally. ________

Reviewer's Signature

Date ________________________

Team Captain’s Signature

Date________________________

* Attach additional pages if necessary.
**See pages 2-24 through 2-31 of the PCPS and SECPS manuals for guidance on
reporting.
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YES

I.

NO

INSPECTION

1. Based on reading the relevant section in the quality
control document and other relevant written firm
materials, and/or the information obtained from
the questionnaire filled out by the reviewed firm,
discussions with firm personnel, and the results
of specific procedures performed, do you conclude
that:
a. The firm has established appropriate inspection
procedures to provide reasonable assurance that
the firm’s quality control policies and procedures
in other areas are operating effectively?
b. The firm has established appropriate qualifications
for personnel who participate in inspection
activities?

c. A comprehensive inspection was performed and
documented
i.

Covering the year under review?

ii. Covering the two preceding years?
d. Inspection findings are discussed with appropriate
personnel?

e. Appropriate corrective actions are taken or
planned with respect to the inspection findings?
f. The firm adequately
actions taken.

monitors the corrective

IF ANY OF THE ABOVE QUESTIONS WERE ANSWERED "NO,” PLEASE ANSWER THE
REMAINING QUESTIONS
“
“
YES
NO

2. In your opinion, do the "no" answers indicate:

a. A deficiency in the design of the system of quality
control?
b. Noncompliance with the system of quality control?
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INSPECTION (CONTINUED)

3. Briefly describe all "no" answers below. Indicate if the "no" answers represent
a lack of performance or inadequate documentation.*

4. In your opinion, do the "no” answers indicate matters that should**:
a. Result in a modified report?

Yes ____

No ____ .

Briefly explain why.______________________________________________________

b. Be included in the letter of comments?

Yes ____

No ____ .

Briefly explain why and if "no" whether they were communicated orally. ________

Reviewer's Signature

Date ________________________

Team Captain’s Signature

Date ________________________

* Attach additional pages if necessary.
**See pages 2-24 through 2-31 of the PCPS and SECPS manuals for guidance on
reporting.
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YES
J.

NO

MEMBERSHIP REQUIREMENTS

1. Based on reading the relevant section in the quality
control document (if any) and other relevant written
firm materials, and/or the information obtained
from the questionnaire filled out by the reviewed
firm, discussions with firm personnel, and the results
of the specific procedures performed and engagements
reviewed, do you conclude that the firm complied
with each of the Section's membership requirements
in all material respects?
IF THE ANSWER TO THE PRECEDING QUESTION WAS ANSWERED "NO", PLEASE
ANSWER THE REMAINING QUESTIONS

2. Briefly describe the reason for the "no" answers below. _________________________

3. In your opinion, does the "no" answer indicate matters that should***:
a. Result in a modified report?

Yes___ No___ .

Briefly explain why. _____________________________________________________

b. Be included in the letter of comments?

Yes___ No___ .

Briefly explain why and if "no" whether they were communicated orally. ______

Reviewer’s Signature _____________________________

Date _____________________

Team Captain’s Signature__________________________

Date ____________________

* Attach additional pages if necessary.
** See pages 2-24 through 2-31 of the PCPS and SECPS manuals for guidance on report
ing.
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EXHIBIT A
MATTER FOR FURTHER CONSIDERATION

CONTROL NO. _ _ _ _ _ _ _ _ _ _ _ _
REVIEWER’S DESCRIPTION OF THE MATTER

REVIEWED FIRM AGREES WITH THE DESCRIPTION OF THE MATTER?

YES

NO

REVIEWED FIRM’S COMMENTS ON CIRCUMSTANCES, SIGNIFICANCE OF MATTER, ETC.

Check One: Design
Performance
Compliance-Membership
Compliance-Other
Documentation

REVIEWER'S ADDITIONAL COMMENTS

_______
_______
_______
_______

(Note: This sample MFC form has been reduced in size. The actual form
is 8 1/2" x 14" and is available from the Quality Control Review Division
staff.)
TEAM CAPTAIN'S COMMENTS, IF ANY

FIRM_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _
OFFICE CODE NO. _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _
Signatures

CONTROL NO. _ _ _ _ _ _ _ _ _ _ _ _

Dates

Engagement Partner_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

__________________

Reviewer_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

__________________

Team Captain_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

________________ __

Engagement

Program Questionnaire
Section _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _
Element
Program Step
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No. _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _
Checklist Page_ _ _ _ _ _ _ _ _ _ _ _ _ _
Program Step _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

INSTRUCTIONS FOR USE OF MFC FORMS

1.

If an MFC was prepared during the course of the review and subsequent infor
mation indicates that the form should not have been prepared, it may be
discarded.
(For example, an MFC may be discarded if it stated that no
letter was received from legal counsel, but an acceptable letter had been
received and misfiled and was subsequently found. Similarly, an MFC may be
discarded if it stated that documentation in a particular area was inade
quate, but the reviewer reconsidered and decided that documentation was
adequate.) On the other hand, if an MFC is prepared for a matter which is
valid, the MFC should not be discarded even though it is subsequently
decided that the matter need not be covered in the letter of comments.

2.

Number MFCs consecutively (top and bottom) to establish correspondence be
tween top and bottom stub.

3.

MFCs relating to both functional
sorted by nature of comment.

4.

Do not detach control stub until POB oversight is completed.
should be detached only if the SEC accesses the working papers.)

and engagement review areas should be

A-2

(The stub

As Revised - 1990
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SUMMARY CHECKLIST FOR REVIEWS OF AUDIT ENGAGEMENTS
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SAE-4

I. REPORT AND FINANCIAL STATEMENTS

Report and Disclosure Considerations Applicable to All Audit Engagements

Auditors' Report

Engagement Code

QUES.

Is the report dated in conformity with the re
quirements of professional standards?

A101

Does the report adequately disclose all required
matters and does its language conform to that re
quired by professional standards (SAS No. 58)?

A102

If required by the circumstances, does the audi
tors' report depart from the standard report and
include appropriate language describing the
departure?

A103

If supplementary information accompanies the
basic financial statements, does the auditor
describe in his report the degree of respon
sibility, if any, he is taking?

A104

MFC
Ref.*

For special reports, have the provisions of SAS
Nos. 14, 35 and 62 been complied with regarding:

*
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Statements prepared in accordance with a
comprehensive basis of accounting other than
generally accepted accounting principles?
(SAS Nos. 14 and 62)

A105

Specified elements, accounts or items of a
financial statement? (SAS Nos. 14, 35 and 62)

A106

Compliance with aspects of agreements or
regulatory requirements relating to audited
financial statements? (SAS Nos. 14 and 62)

A107

Financial presentations to comply with con
tractual agreements or regulatory provisions?
(SAS No. 62)

A108

Financial information that requires a pre
scribed form of auditor's report? (SAS Nos.
14 and 62)

A109

If the significance or frequency of the "no" answers warrant the preparation of a
matter for further consideration form, provide the cross-reference.

SAE-5

Engagement Code

QUES.
For reports on financial statements of a U.S.
entity that have been prepared in conformity with
accounting principles generally accepted in
another country for use outside the United
States, has there been compliance with the provi
sions of SAS No. 51?

A110

Financial Statements and Footnotes

General
Are the financial statements suitably titled?

A111

Is the presentation appropriate and disclosure
adequate regarding:

Significant accounting policies?

A112

Accounting changes?

A113

Comparative financial statements?

A114

Business combinations?

A115

Are all majority-owned subsidiaries consolidated
in the financial statements, unless consolidation
is specifically not required by professional
standards?

A116

Is summarized financial information disclosed for
majority-owned subsidiaries that were not con
solidated in years prior to the application of
FASB No. 94?

A117

If the entity controls a group of related enti
ties, did the auditor consider the need for com
bined financial statements?

A118

Are required disclosures made concerning related
party transactions?

A119

Are foreign currency transactions and translation
of financial statements denominated in a foreign
currency accounted for and disclosed?

A120

Are foreign operations and export sales ade
quately disclosed?

A121
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MFC
Ref.*

Engagement Code
QUES.

Are nonmonetary transactions accounted for and
disclosed?

A122

With respect to contingencies and commitments:

Are loss contingencies disclosed and/or
accrued?

A123

Are commitments and other contingencies ade
quately disclosed?

A124

Are the financial statements, where appropriate,
adjusted for the effect of subsequent events and
do they include disclosure of significant sub
sequent events, whether or not adjustments were
made?

A125

If FASB No. 87 is being applied, is the following
information on defined benefit pension plans ade
quately disclosed:

A description of the plan?

A126

The amount of net periodic pension cost and
of required cost components?

A127

A reconciliation of the plan's funded status
with the amounts reported in the employer's
balance sheet?

A128

The discount rate and rate of compensation
increase used to measure the projected bene
fit obligation and the long-term rate of
return on plan assets?

A129

Other information concerning plan assets,
benefits, and amortization methods?

A130

Are all other pension plans adequately disclosed?

A131

Are postretirement health care and life insurance
benefits properly disclosed?

A132

If the entity is or has been a "development stage
enterprise," are adequate disclosures made?

A133

Do the financial statements, where required, in
clude appropriate presentations of:

A134

Segment information?
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MFC
Ref.*

Engagement Code
QUES.

Major customers?

A135

Futures contracts?

A136

Balance Sheet
Is the presentation appropriate and disclosure
adequate regarding:

Segregation of assets and liabilities into
current and noncurrent classifications?

A137

Valuation allowances?

A138

Restricted cash, including compensating
balances?

A139

Marketable equity securities?

A140

Other marketable securities?

A141

Receivables:
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Unbilled receivables?

A142

Loans and related origination fees?

A143

Effect of interest rates which do not
reflect market rates?

A144

Receivables related to troubled debt
restructurings?

A145

Other receivables

A146

Inventories?

A147

Investments?

A148

Property and equipment, including accounting
for depreciation, assets of discontinued
operations, investment credit, and capita
lized interest?

A149

Sales-type, direct financing, and operating
leases of lessors?

A150

Other assets, including intangible assets,
unamortized computer software costs, deferred
tax assets, and deferred charges?

A151

SAE-8

MFC
Ref.*

Engagement Code

QUES.
Pledged assets?

A152

Current liabilities?

A153

Short-term liabilities expected to be refi
nanced?

A154

Notes payable and other debt—

Maturities and rates?

A155

Other terms and covenants?

A156

Effect of interest rates which do not
reflect market rates?

A157

Effect of troubled debt restructurings?

A158

Effect of early extinguishment of debt?

A159

Maturities and sinking fund requirements
for the next five years?

A160

Capital and operating leases of lessees?

A161

Other liabilities and deferred credits,
including classification of deferred tax
liabilities, employees' compensation for
future absences, special termination benefits
to employees and deferred revenue?

A162

Capital stock (number of shares authorized,
issued and outstanding, par or stated value
per share, rights and preferences of various
classes)?

A163

Stock option and stock purchase plans?

A164

Stock subscriptions receivable?

A165

Retained earnings, including appropriations
thereof and restrictions on dividends?

A166

Changes in stockholders' equity?
A167

Redemption requirements on capital stock for
the next five years?
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SAE-9

A168

MFC
Ref.*

Engagement Code

QUES.

Income Statement
Are the important components of the income state
ment separately disclosed?

A169

Is the presentation appropriate and disclosure
adequate regarding:
Method of income recognition, where appropri
ate, for example:
long-term contracts and
real estate transactions?

A170

Gains and losses, realized and unrealized,
from marketable equity securities?

A171

Income and income taxes on investments in se
curities accounted for on the equity method?

A172

Research and development costs?

A173

Computer software costs?

A174

Interest costs?

A175

Discount or premium on notes receivable or
payable?

A176

Depreciation?

A177

Pension costs?

A178

Compensatory stock issuance plan?

A179

Deferred compensation agreements?

A180

Sales transactions in which the buyer has a
right to return the product?

A181

Product financing arrangements?

A182

Income taxes, computed under the early
application of FASB No. 96, to include:
The types of temporary differences that
cause significant portions of a deferred
tax liability or asset?

1/90
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A183

MFC
Ref.*

Engagement Code

QUES.
Significant components of income tax
expense, including the current tax
expense or benefit, deferred tax expense
or benefit, investment tax credits,
government grants that reduce income tax
expense, the benefits of operating loss
carryforwards, and adjustments due to
changes in tax laws, rates, and tax
status?

A184

Reconciliation of income tax expense or
benefit attributable to continuing opera
tions to the amount of expense or bene
fit that would result from applying the
federal statutory rates to pre-tax income
or loss from continuing operations?

A185

Amounts and expiration dates of operating
loss and tax credit carryforwards for
financial reporting and tax purposes?

A186

Other information concerning tax expense,
benefits and the effects of income taxes?

A187

Income taxes computed under APB No. 11, includ
ing operating loss carryforwards, investment
tax credits, and reasons tax expense differs
from the customary relationship between in
A188
come and taxes?

Discontinued operations?

A189

Extraordinary and unusual items?

A190

Earnings per share information?

A191

Statement of Changes in Financial Position
Is a statement of changes in financial position
presented for each period for which an income
statement is presented?

A192

Does it disclose all important aspects of
financing and investing activities?

A193

Are net changes in each element of working capi
tal disclosed?

A194

1/90
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MFC
Ref.*

Engagement Code

QUES.

MFC
Ref.*

Statement of Cash Flows
Is a statement of cash flows presented for each
period for which results of operations are provid
ed?

A195

Does it report cash provided or used by investing
financing, and operating activities?

A196

Does it report the net effect of cash flows on
cash and cash equivalents during the period in a
manner that reconciles beginning and ending cash
and cash equivalents and do the amounts of cash
and cash equivalents agree with the amounts on
the balance sheet?

A197

Does it provide a reconciliation between net in
come and net cash flow from operating activities?

A198

Are noncash investing and financial activities
disclosed?

A199

If the indirect method of reporting net cash
flows from operating activities was used, were
the amounts of interest and income taxes paid
disclosed?

A200

Other

If the industry in which the client is operating
is covered by an accounting and audit guide, are
the suggested format, statements, and disclosures
consistent with the guide?

A201

Report and Disclosure Considerations Unique to State or Local Governmental Entities
Engagement Code
Auditor's Reports

QUES.

Does (do) the auditor's report(s) on the general
purpose or component unit financial statements
include all required matters concerning the
financial position and results of financial
operations of the governmental unit and, where
required, changes of financial position of
proprietary funds or cash flows?

G101

1/90

SAE-12

MFC
Ref.*

Engagement Code
QUES.
Financial Statements and Footnotes

General
Are the following general purpose or component
unit financial statements presented:

Combined Balance Sheet—All Fund Types and
Account Groups?

G102

Combined Statement of Revenues,
Expenditures, and Changes in Fund Balances
—All Governmental Fund Types and Expendable
Trust Funds?

G103

Combined Statement of Revenues,
Expenditures, and Changes in Fund Balances
—Budget and Actual—General and Special
Revenue Fund Types (and similar governmen
tal funds types for which annual budgets
have been legally adopted)?

G104

Combined Statement of Revenues, Expenses,
and Changes in Retained Earnings (or Equity)
—All Proprietary Fund Types and similar
trust funds?

G105

Combined Statement of Changes in Financial
Position—All Proprietary Fund Types?

G106

Do the combined financial statements contain all
funds and account groups that comprise the
reporting entity, as defined in the footnotes?

G107

If totals by account are presented in the
General Purpose Financial Statements, are the
totals noted as memorandum only?

G108

If the auditor is expressing an opinion on sum
marized comparative information of the prior
period, does the prior period's information
contain sufficient detail to constitute a fair
presentation in conformity with generally
accepted accounting principles?

G109

Do interfund receivables equal interfund
payables or are the differences explained in
the notes?

G110

1/90
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MFC
Ref.*

Engagement Code
QUES.

Are transfers to other funds recorded either as
residual equity or operating transfers, as
appropriate?

Gill

Are special assessments receivables offset by
deferred revenues?

G112

Are taxes and other similar receivables
appropriately recorded and disclosed net of
uncollectable receivables?

G113

If separate financial statements of a component
unit are issued, is the relationship of the
component unit to the reporting or oversight
entity disclosed?

G114

If a general fund is presented:

Are the statements prepared on the modified
accrual basis?

G115

Are significant sources of general fund
revenues disclosed?

G116

Are expenditures classified by function?

G117

If special revenue funds are presented:

Are the statements prepared on the modified
accrual basis?

G118

Do the statements disclose the significant
revenues and expenditures of each fund?

G119

If debt service funds are presented:

Are the statements prepared on the modified
accrual basis?

G120

Do the statements disclose the significant
revenues and expenditures of each fund?

G121

If capital project funds are presented:

1/90

Are the statements prepared on the modified
accrual basis?

G122

Do the statements disclose the significant
revenues and expenditures of each fund?

G123

SAE-14

MFC
Ref.*

Engagement Code
QUES.

If enter
prise funds are presented:
Are the statements prepared on the accrual
basis?

G124

Is the enterprise fund's liability for
general obligation and special assessment
debt, if any, included in the enterprise
fund's financial statements?

G125

Are the restricted assets, liabilities
payable from restricted assets, and portion
of retained earnings required to be segre
gated for debt service separately disclosed?

G126

Is the amount of contributed assets by source
separately disclosed as contributions on the
balance sheet?

G127

Are operating and nonoperating revenues and
expenses separately classified? (Federal and
other grants for operations should be
recognized as nonoperating revenues.)

G128

If internal service funds are presented:

Are the statements prepared on the accrual
basis?

G129

Do the financial statements present the net
billings to other funds as revenues and the
related costs as expenses?

G130

Are long-term advances segregated from
current amounts payable to other funds?

G131

If nonexpendable and/or pension trust funds are
presented:

Are the statements prepared on the accrual
basis?

G132

Are the principal and income portions of
trust fund equity classified in accordance
with the trust document?

G133

If Agency Funds are presented:

Are the balance sheets prepared on the
modified accrual basis?

1/90
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G134

MFC
Ref.*

Engagement Code
QUES.

If Expendable Trust Funds are presented:
Are the statements prepared on the modified
accrual basis?

G135

Do the financial statements disclose the
significant revenues and expenditures of each
fund?

G136

If a general fixed assets account group is
presented:

Are land, buildings, equipment, and con
struction-in-progress separately classified?

G137

Where general fixed assets are depreciated,
does the statement show the accumulated
depreciation?

G138

If General Long-Term Debt Account Group is
presented:
Are general obligation term bonds and serial
bonds separately disclosed?

G139

Are other long-term liabilities (accrued va
cation, leases, workers compensation, etc.
separately disclosed?

G140

Questions G141 through G168 should be answered
only if the combining or individual fund fi
nancial statements are presented as primary fi
nancial statements. The reviewer should evaluate
if the fund statements were complete in presen
tation of each fund or account group.
Are the following financial statements presented:
General fund:

1/90

Balance sheet?

G141

Statement of revenues, expenditures and
changes in fund balance?

G142

Statement of revenues, expenditures and
changes in fund balance - budget vs. actual?

G143

SAE-16

MFC
Ref.*

Engagement Code

QUES.
Special revenue funds:

Balance sheet?

G144

Statement of revenues, expenditures and
changes in fund balances?

G145

Statement of revenues, expenditures and
changes in fund balances - budget vs. actual?

G146

Debt service funds:
Balance sheet?

G147

Statement of revenues, expenditures and
changes in fund balances?

G148

Statement of revenues, expenditures and
changes in fund balances - budget vs. actual?

G149

Capital Project funds:

Balance sheet?

G150

Statement of revenues, expenditures and
changes in fund balances?

G151

Statement of revenues, expenditures and
changes in fund balances - budget vs. actual?

G152

Enterprise funds:
Balance sheet?

G153

Statement of revenues, expenses and changes
in retained earnings?

G154

Statement of changes in financial position
or statement of cash flows?

G155

Internal Service funds:

1/90

Balance sheet?

G156

Statement of revenues, expenses and changes
in retained earnings?

G157

SAE-17

MFC
Ref.*

Engagement Code

QUES.
Statement of changes in financial position
or statement of cash flows?

G158

Nonexpendable and Pension trust funds:

Balance sheet?

G159

Statement of revenues, expenses and changes
in fund balances?

G160

Statement of changes in financial position
or statement of cash flows?

G161

Agency funds:

Balance sheet?

G162

Combining statement of changes in assets and
liabilities, if appropriate?

G163

Expendable Trust funds:
Balance sheet?

G164

Statement of revenues, expenditures and
changes in fund balances?

G165

Statement of revenues, expenditures and
changes in fund balances - budget vs. actual?

G166

If required, is a statement of general fixed
assets presented?

G167

If required, is a statement of general long
term debt presented?

G168

Other Footnote Disclosures

Is the presentation appropriate and are disclo
sures adequate regarding the following significant
accounting policies:

1/90

Definition of the governmental reporting
entity, the criteria used to determine the
scope of the reporting entity and specific
reasons for excluding agencies that meet that
criteria?

G169

Basis of accounting applied to each fund?

G170

SAE-18

MFC
Ref.*

Engagement Code

QUES.
Revenue recognition policies, including:
Definitions of modified accrual basis as
to governmental fund types and of accrual
basis as to proprietary fund types?

G171

Description of revenue sources that are
treated as "susceptible to accrual" under
the modified accrual basis and those that
are not?

G172

Accounting for fixed assets concerning:

1/90

Classification in proprietary funds or
general fixed assets account group?

G173

Valuation basis of fixed assets, includ
ing capitalization policies for public
domain (infrastructure) general fixed
assets?

G174

Depreciation methods and lives, including
whether depreciation is reported on
general fixed assets?

G175

Capitalization of interest costs during
construction?

G176

Method of accounting and reporting for
encumbrances?

G177

Claims and judgments?

G178

Interfund eliminations not apparent?

G179

Long-term liabilities related to proprietary
funds, nonexpendable trust and pension funds,
and special assessment debt? (Long-term
liabilities expected to be repaid from
governmental funds are accounted for in the
General Long-Term Debt Account Group.)

G180

Valuation basis and significant or unusual
accounting treatment for other assets,
liabilities, and fund equity?

G181

Significant accounting policies on expendi
tures?

G182

SAE-19

MFC
Ref.*

Engagement Code
QUES.

Statement that the "total" columns, if any,
on GPFS or CUFS are presented for analytical
purposes only?

G183

Basis on which each budget is prepared,
including:

Treatment of encumbrances?

G184

Whether appropriations lapse at year end?

G185

Explanation of the differences, if any,
between the budgetary basis and accrual
or modified accrual basis used for finan
cial reporting of governmental funds?

G186

Whether presented budgetary information
has been amended?

G187

Separate summary of significant accounting
polices for discrete presentations?

G188

Is the presentation appropriate and are disclo
sures adequate regarding the following:

1/90

Classified balance sheets, where appropriate?

G189

Deferred compensation plans adopted under IRC
457?

G190

Capital and operating leases of lessees?

G191

Detail of the government's property tax
calendar, including the lien, levy, due and
collection dates?

G192

Material noncompliance with finance-related
legal and contractual provisions, including
instances concerning budget amendments, expen
ditures exceeding appropriations, and debt
exceeding legal limitations?

G193

Deposits with financial institutions and in
vestments, including risk categories, unin
sured deposits, and other disclosures required
by GASB No. 3?

G194

Terms or circumstances concerning repurchase
or reverse repurchase agreements?

G195
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MFC
Ref.*

Engagement Code
QUES.
Receivables:

Loans or advances to other funds of the
governmental units?

G196

Taxes receivable?

G197

Grant and other receivables from other
governments?

G198

Joint ventures and other investments?

G199

Pooled cash and investment account?

G200

Fixed assets, including changes during the
period and capitalized interest?

G201

Notes payable, bond, tax, and revenue antici
pation notes, and other debt:
Special assessment debt and related
activities?

G202

Loans or advances from other funds of the
governmental unit?

G203

Debt service requirements to maturity?
G204
Changes during the period including ad
vance refundings resulting in defeasance
of debt?

G205

Unpaid debt that has been fully defeased?

G206

Sinking fund contributions required as of
year end?

G207

Demand notes?

G208

Compensation for future absences and special
termination benefits for employees?

G209

Designation or reservations or other restric
tions of fund balances or retained earnings?

G210

Revenues, expenses and expenditures:
Grants, entitlements, and shared revenue?
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G211

MFC
Ref.*

Engagement Code
QUES.

Investment income?

MFC
Ref.*

G212

Deficit fund balances or retained earnings of
individual funds?

G213

Interfund receivables and payables?

G214

Are the nature and amount of inconsistencies in
the financial statements caused by transactions
between component units having year ends properly
disclosed?

G215

Are the financial statements, where appropriate,
adjusted for the effects of subsequent events and
do they include disclosure of significant subse
quent events, whether or not adjustments were
made?

G216

Appendix A—Questions for Use When the Engagement Is Subject to Government Auditing
Standards

Engagement Code

QUES.

Questions for use on engagements for which SAS No.
63 and the Government Auditing Standards were not
yet effective and had not been adopted early.

If the engagement did not meet the above criteria,
the reviewer should place an "X" in the box below.

□ Not applicable
If required or deemed necessary, is there any
indication that the firm considered the entity's
audit requirements and agreed on the scope of the
engagement with the entity?

G401

Does the language in the auditor's report(s) con
form with professional standards, including
references to the GAO's Standards for Audits, and
appropriately cover the following for the entity
as a whole:

G402

Internal accounting control based solely on a
study and evaluation made as part of the audit
of the financial statements?

1/90
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G403

MFC
Ref.*

Engagement Code

QUES.
Compliance with finance-related legal and
contractual provisions, including a summary of
questioned costs and/or instances of noncom
pliance?

G404

If appropriate, was the scope section of the
reports properly modified to disclose that an
applicable government auditing standard was not
followed, the reasons therefore, and the known
effect of not following the standard on the audit
results?

G405

When appropriate, did the auditor issue a separate
report on fraud, abuse, or illegal act, or indica
tions of such acts?

G406

Did the report(s) disclose the status of all
known, but uncorrected significant or material
findings and recommendations from the prior audits
that affect current audit objectives?

G407

If required by contractual obligations, were the
findings presented in accordance with the guidance
in the GAO's Standards for Audit regarding
reporting on economy and efficiency audits and
program result audits?

G408

Questions for use on engagements when the 1988
Revision of Government Auditing Standards and SAS
No. 63 are applicable either as a result of the
effective dates or early application.
If the engagement did not meet the above criteria,
the reviewer should place an"X" in the box below.
□ Not applicable

If required or deemed necessary, is there any
indication that the firm considered the entity's
requirements and agreed on the scope of the en
gagement with the entity? (GAO ch. 4, par. 5)

G409

Does the language in the auditor's reports conform
with professional standards, including references
to Government Auditing Standards (GAO, ch. 5, par.
3) and appropriately cover the following for the
entity as a whole:

G410
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MFC
Ref.*

Engagement Code

QUES.
The internal control structure related matters
based solely on the auditor's understanding of
the internal control structure and assessment of
control risk made as part of the audit of the
financial statements (GAO, ch. 5, par. 17) that
includes, when appropriate:

G411

The controls that were evaluated? (GAO, ch. 5,
par. 17)

G412

The controls for which consideration was limited?
(GAO, ch. 5, par. 20)

G413

If applicable, the reasons why no study of internal
controls were made? (GAO, ch. 5, pars. 19 and 20)

G414

Reference to a separate letter, if applicable,
describing identified nonreportable conditions?
(GAO, ch. 5, par. 25)

G415

Which matters are reportable conditions and which
of the reportable conditions are material weak
nessess? (GAO, ch. 5, par. 23)

G416

Compliance with applicable laws and regulations,
including a summary of all material instances of
noncompliance and/or instances or indications of
illegal acts (SAS No. 63, par. 18, and GAO, ch. 5,
par. 5) that includes, when appropriate:

G417

1/90

A presentation of a reasonable basis for the
auditor's conclusion not to perform tests of
compliance and omission of a statement of
positive assurance on items tested for com
pliance with laws and regulations? (SAS No.
63, par. 23 and GAO, ch. 5, par. 6)

G418

Presentation of material instances of noncom
pliance with laws and regulations in accordance
with the guidance in Government Auditing Stan
dards regarding reporting on performance audits
and issuance of a report on compliance?

G419

Reference to a separate letter, if applicable,
describing immaterial instances of noncom
pliance? (SAS No. 63, par. 27)

G420
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MFC
Ref.*

Engagement Code
QUES.

If appropriate, was the scope section of the
reports properly modified to disclose that an
applicable government auditing standard was not
followed, the reasons therefore, and the known
effect of not following the standard on the audit
results?

G421

When appropriate, did the auditor issue a separate
report on fraud, abuse, or illegal act, or indica
tions of such acts? (SAS No. 63, par. 29)

G422

Did the report(s) disclose the
but uncorrected significant or
and recommendations from prior
current audit objectives? (SAS
fn. 9)

G423

MFC
Ref.*

status of all known,
material findings
audits that affect
No. 63, par. 17,

Did the auditor document his communication of those
nonreportable conditions in the internal control
structure not included in the required reports?
(SAS No. 63, pars. 35 and 36 and GAO, ch. 5, par.
25)

G424

If required by contractual obligations, were find
ings presented in accordance with the guidance in
the Government Auditing Standards regarding report
ing on performance audits and program result audit?

G425

Do the working papers include a cross-referenced
audit program with adequate indexing and crossreferencing to schedules, and are the working
papers signed by the preparer? (GAO, ch. 4, par.
22)

G426

* If the significance or frequency of the "no" answers warrants the preparation of a
matter for further consideration form, provide the cross-reference.
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Appendix B—Questions for Use When the Engagement is Subject to the Single Audit Act of
1984
NOTE:

Reports mentioned in Appendix B are in addition to those indicated previously in
Appendix A.

Engagement Code

QUES.
Does the language in the auditor’s reports conform
with professional standards, including references
to Government Auditing Standards and OMB circular
A-128?

G501

Do the Single Audit Act Reports also include:

Auditor's report on the schedule of federal
financial assistance? (ASLGU, Ch. 23, par. 18)

G502

Auditor's report on internal controls over
federal financial assistance program identify
ing the entity's internal control structure
and those controls designed to provide reason
able assurance that federal programs are being
managed in compliance with laws and regulations
including (ASLGU, Ch. 23, par. 24):

G503

The controls that were evaluated?

G504

The controls that were not evaluated?

G505

The material weaknesses identified as a
result of the evaluation?

G506

If applicable, the reasons why no study of
internal controls was made?

G507

If SAS No. 63 was applicable to this engagement
(either as a result of the SAS's effective date
or an early application of the SAS), are the
following reports, where applicable, included
(SAS No. 63, App. B):
Major programs—compliance reports:

An opinion that the entity complied, in all
material respects, with specific requirements
that, if not complied with, could have a
material effect on a major federal financial
assistance program? (SAS No. 63, par. 73)
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G508

MFC
Ref.*

Engagement Code
QUES.

A statement of positive assurance with respect
to the items tested and a statement of negative
assurance on those items not tested concerning
material instances of noncompliance with the
general requirements relating to major programs
(SAS No. 63, par. 83)

G509

When appropriate, did the auditor issue either
a qualified or adverse report on compliance,
which presented material instances of noncom
pliance with laws and regulations in accordance
with the guidance in Government Auditing Stan
dards regarding reporting on performance au
dits? (SAS No. 63, par. 83f and 72)

G510

Nonmajor programs—compliance report:

A statement of positive assurance with respect
to those items tested and negative assurance
on those items not tested concerning material
instances of noncompliance with specific re
quirements of nonmajor programs? (SAS No. 63,
par. 87)

G511

If SAS No. 63 was not applicable to this en
gagement, are the following reports, where
applicable, included:
Major programs—compliance report:

An opinion that the entity administered each
of its major federal financial assistance pro
grams in compliance with laws and regulations,
including compliance with laws and regulations
pertaining to financial reports and claims for
advances and reimbursements? (ASLGU, ch. 23,
par. 21)

G512

Nonmajor programs—compliance report:

1/90

A statement of positive assurance with respect
to those items tested for compliance with laws
and regulations, including compliance with laws
and regulations pertaining to financial reports
and claims for advances and reimbursements?
(ASLGU, ch. 23, par. 22)

G513

Negative assurance on those items not tested?

G514

SAE-27

MFC
Ref.*

Engagement Code

QUES.

MFC
Ref.*

When applicable, does the schedule of findings and
questioned costs include the following (ASLGU,
ch. 23, par. 16):

A summary of all instances of noncompliance
including to the extent available, information
as to the conditions found, criteria, effect
and cause?

G515

Extent of noncompliance related to the number
of cases examined and the dollar amount
questioned?

G516

An identification of total amounts questioned,
if any, for each financial assistance award,
as a result of noncompliance?

G517

Did the auditor, by reviewing contract files and
receipts and disbursements, obtain reasonable
assurance that the entity appropriately identified
all federal financial assistance and included that
assistance within the audit scope? (SAS No. 63,
par. 46)

G518

Does the schedule of federal financial assistance
program expenditures present the following:
Identification of each program as indicated in
the Catalog of Federal Domestic Assistance
(CFDA)?

G519

Other federal assistance from programs not
included in the CFDA?

G520

Total expenditures for each federal financial
assistance program by grantor, department, or
agency?

G521

Total federal financial assistance?

G522

Other information, either required by federal
program managers or otherwise deemed appro
priate?

G523

* If the significance or frequency of the "no" answers warrants the preparation of a
matter for further consideration form, provide the cross-reference.
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Engagement Code

QUES.
Was consideration given to the accounting and
auditing guidance issued by the Office of
Management and Budget, including Circulars A-128
(Audits of State and Local Governments), A-87
(Cost Principles Applicable to Grants and
Contracts), and A-102 (Uniform Requirements for
Assistance to State and Local Governments)?

G524

Do the working papers indicate that consideration
was given to prior audits of government financial
assistance programs that disclosed questioned or
disallowed costs, or instances of noncompliance
(SAS No. 63, par. 17, fn. 9 and GAO, ch. 3, par.
41)?

G525

Did the auditor perform the required level of
internal control review, to include:

The study and evaluation of those internal
control systems, used in administering major
federal financial assistance programs, com
parable to that which the auditor would per
form if he intended to rely on all existing
control cycles to restrict the extent of
substantive testing? (ASLGU, ch. 21, par.
11)

G526

If warranted, the study and evaluation of the
systems, used in administering nonmajor
programs, to the same extent as in Question
G526 above so that controls over at least 50
percent of total federal financial assistance
program expenditures are studied and eval
uated? (ASLGU, ch. 21, par. 12)

G527

Perform a preliminary review of internal
control for the systems used in administering
other non-major federal financial assistance
programs? (ASLGU, ch. 21, par. 13)

G528

For those programs where the study and evaluation
of internal control systems did not extend beyond
the preliminary review phase, do the working
papers document:
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Procedures used to perform the preliminary
review?

G529

Reasons why the review was not extended?

G530

SAE-29

MFC
Ref.*

Engagement Code
QUES.

MFC
Ref.*

For the categories of controls for which the full
study and evaluation were performed:

Do the working papers document the auditor's
understanding of the systems?

G531

Were compliance tests (test of controls if
SAS No. 55 was adopted) performed for these
systems?

G532

In the judgment of the reviewer, were the
nature and extent of compliance tests (tests
of controls) sufficient to enable the auditor
to determine if the appropriate policies and
procedures were being applied as described?

G533

Did the auditor include the recipient's
system for ensuring subrecipients' compliance
and obtaining and acting on subrecipients'
audit reports? (ASLGU, ch. 21, par. 36)

G534

Do the working papers adequately document the
work performed and the conclusions reached?
(SAS No. 55)

G535

In determining whether the entity complied with
applicable laws and regulations that may have a
material effect on each major federal financial
assistance program, did the auditor:
Consult appropriate sources, such as the
Compliance Supplement for Single Audits of
State and Local Governments, statutes, regu
lations, and agreements covering individual
programs, in order to identify the specific
compliance requirements that apply to each
major program and to determine which require
ments to test? (SAS No. 63, pars. 49 and 53)

G536

Consider materiality in relation to each
major federal assistance program? (SAS No.
63, pars. 47 and 48)

G537

* If the significance or frequency of the "no" answers warrants the preparation of a
matter for further consideration form, provide the cross-reference.
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Engagement Code
QUES.

MFC
Ref.*

Perform and document tests to determine whether
(SAS No. 63, par. 49 and GAO, ch. 4, par. 22):

Select a representative number of charges
from each major program? (ASLGU ch. 5, par.
5.5)

G538

The amounts reported as expenditures were
allowable under federal regulations and
contracts?

G539

Only eligible persons or organizations re
ceived services or benefits?

G540

Matching requirements were met?

G541

Federal financial reports and claims for ad
vances and reimbursements were supported by
the records supporting the financial state
ments?

G542

The entity complied with other provisions for
which federal agencies have determined that
noncompliance could materially affect the
program?

G543

Perform
whether
general
pliance
par. 80

and document tests to determine
the entity complied with each of the
requirements contained in the com
supplement concerning (SAS No. 63,
and GAO, ch. 4, par. 22):

Political activity?

G544

Civil rights?

G545

Davis-Bacon Act?

G546

Cash management?

G547

Relocation of assistance and real prop
erty acquisition?

G548

Federal financial reports?

G549

* If the significance or frequency of the "no" answers warrants the preparation of a
matter for further consideration form, provide the cross-reference.
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Engagement Code
QUES.

Consider projected questioned costs from all
audit sampling applications and all specifi
cally identified questioned costs? (SAS No.
63, par. 69-71)

G550

Consider whether the tests of compliance with
the program's requirements appear adequate to
support the report(s) on compliance? (SAS No.
63, par. 20 and GAO, ch. 4, pars. 13 and 14)

G551

Did the auditor properly consider the potential
effects of instances of noncompliance and ques
tioned costs in reporting on the entity's finan
cial statements and individual financial assis
tance programs? (OMB Cir. A-128, Questions and
Answers, par. 20)

G552

Where transactions related to non-major federal
assistance programs have been selected during
other audit procedures, have they been appropri
ately tested for compliance with the specific
requirements that apply to the individual trans
actions so tested? (SAS No. 63, pars. 85 and 88)

G553

If warranted, did the auditor communicate with
the cognizant agency to avoid or minimize any
disagreements or problems? (ASLGU, ch. 21, pars.
40 and 41)

G554

Did the auditor submit the report(s) to the or
ganization audited and to those requiring or
arranging for the audit within the required time?
(GAO, ch. 5, par. 34)

G555

Has the auditor established policies or proce
dures for complying with the additional require
ments concerning (ASLGU, ch. 21, par. 27):

1/90

Retaining working papers and reports for a
minimum of three years from the date of the
audit report, unless the auditor is notified
in writing by the cognizant agency to extend
the retention period?

G556

Making the working papers available upon re
quest to the cognizant agency or its designee
or the GAO, at the completion of the audit?

G557
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Report and Disclosure Considerations Unique to Not-for-Profit Organizations

Engagement Code
Financial Statements and Footnotes

QUES.

If the auditor is expressing an opinion on sum
marized comparative information of the prior per
iod, does the prior period's information contain
sufficient detail to constitute a fair presenta
tion in accordance with generally accepted ac
counting principles? (AU Section 508.76, footnote
27)

N101

If the financial statements represent a compo
nent, such as a branch of an existing organiza
tion, a separate operation, a separate fund, or a
grant, do the financial statements or footnotes
disclose the following:
Existence and nature of affiliated or related
entities?

N102

Nature and volume of material transactions
(individually or in the aggregate) with re
lated entities?

N103

Any allocations of common expenses?

N104

Are related party transactions with noncombined
affiliated entities, contributors of restricted
funds, board members, officers, and employees
adequately disclosed?

N105

If appropriate, are the financial statements
prepared on a fund accounting basis and adequate
disclosures made of the following:

Unrestricted resources (including all boarddesignated amounts)?

N106

Resources restricted by the donor?

N107

Balance Sheet
Is the presentation appropriate and disclosure
adequate regarding:

1/90

Cash?

N108

Terms or circumstances concerning repurchase
or reverse repurchase agreements?

N109
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Engagement Code

QUES.

Receivables:
Legally enforceable pledges?

N110

Interfund receivables?

N111

Collections of works of art and similar items?

N112

Fixed Assets:

Purchased fixed assets?

N113

Donated fixed assets?

N114

Accounting for depreciation, including
disclosure of depreciation policy for in
exhaustible assets?

N115

Capitalized interest?

N116

Restrictions on use or disposal imposed
by donor?

N117

Notes payable and other debt:

N118

Interfund payables?
Activity Statement
Are unrestricted revenues, expenses, and fund
balances segregated from restricted items so as
to be clearly distinguishable?

N119

If the organization receives significant support
from contributions from the general public, are
all expenses presented on a functional basis (i.e.
indicating costs of each program and activity)?

N120

Does the Activity Statement include all the funds,
of the organization?

N121

Is the presentation appropriate and disclosure
adequate regarding:
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Service fees, such as subscription and mem
bership income?

N122

Sales of publications and other items?

N123

Third-party reimbursements of costs of program
activities?

N124
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Engagement Code

QUES.
Investment income?

N125

Capital gains and losses from investments,
both realized and unrealized, and the related
tax effects, if any?

N126

Contributions?

N127

Donated services, materials and facilities?

N128

Gifts of future interests?

N129

Other gifts, grants, pledges, etc.?

N130

Interfund transfers?

N131

Other revenue or capital additions?

N132

Allocation of functional expenses to programs
and services?

N133

Fund raising expenses, including joint costs
of informational materials and activities
allocated between fund raising and other
functional expense categories?

N134

Grants to other organizations?

N135

Remittances to national organizations?

N136

Prior period adjustments?

N137

Additional Financial Statements
For nonprofit organizations accounted for under
SOP 78-10, is a statement of changes in financial
position or cash flows presented as a basic finan
cial statement for each period for which an acti
vity statement and balance sheet are presented?

N138

For voluntary health and welfare organizations,
is a statement of functional expenses presented
as a basic financial statement for each period
for which an activity statement is presented?

N139
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Report and Disclosure Considerations Unique to Audits of Banks
Engagement Code
QUES.

Financial Statements and Footnotes

Balance Sheet

Is the presentation appropriate and disclosure
adequate regarding:
Loans?

B101

Allowance for credit losses (shown as a deduc
tion from loans and lease receivables; dis
close the method of providing reserves and a
reconciliation of the balance)?

B102

Domestic and foreign deposits (separately
shown and disclosing interest or noninterest-bearing portions, amounts and
maturities of certificates of deposit of
$100,000 or greater, large concentrations and
related parties)?

B103

Federal fund purchases, securities sold under
repurchase agreements and other short-term
borrowings?

B104

Exclusion of trust assets?

B105

Material interest-bearing deposits in other
banks (separately disclosed)?

B106

Federal funds sold and securities purchased
under resale agreements (presented at gross
amounts)?

B107

Trading assets and related futures contracts?

B108

Mortgage loans and mortgage backed securities
held for sale?

B109
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II. GENERAL AUDIT PROCEDURES
Procedures Applicable to All Audit Engagements
Engagement Code

QUES.

In planning the audit engagement, did the auditor
properly consider:
Matters affecting the industry in which the
entity operates, such as accounting practices,
economic conditions, laws and government regu
lations, and technological changes? (SAS
No. 22)

A202

Matters affecting the entity's business, such
as organization and types of products and
services? (SAS No. 22)

A203

Preliminary judgment about materiality levels
for audit purposes? (SAS No. 47)

A204

Anticipated reliance on internal accounting
controls? (AU Section 311)

A205

If SAS No. 53 was not applicable to this
engagement, conditions that may require
extension or modification of audit tests,
such as the possibility of material errors or
irregularities and management's ability to
override controls? (SAS No. 16)

A206

If the auditor succeeded a predecessor accountant
did he:

Communicate with the predecessor accountant
to ascertain whether there were disagreements
between the predecessor accountant and the
entity's management on accounting or auditing
matters and consider the implications of such
matters in accepting the client?

A207

Make other inquiries of the predecessor
accountant on significant matters?

A208

Satisfy himself on the fair presentation of
opening balances, such as by reviewing the
predecessor accountant's working papers?

A209

If consideration was given to the work of inter
nal auditors in determining the scope of the exam
ination, was it done in accordance with SAS No.
9?

A210

1/90
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Engagement Code

QUES.
If the engagement included the use of the work
(domestic or international) of another office,
correspondent or affiliate:
Do the instructions to the other office or
firm appear adequate?

A211

Does it appear that control exercised over
the work of others through supervision and
review was adequate?

A212

Was there appropriate follow-up of open mat
ters?

A213

In those cases where another firm is used,
were appropriate inquiries made as to its
independence and professional reputation?

A214

If SAS No. 56 was applicable to the engagement
(either as a result of the SAS's effective date
or an early application of the SAS) did the
auditor use analytical procedures in planning
the nature, timing and extent of other audit
procedures?

A215

If early application of SAS No. 55 was elected,
did the auditor:
Obtain a sufficient understanding of each of
the three elements (control environment,
accounting system, and control procedures) of
the entity's internal control structure to
plan the audit?

A216

Document his understanding of each of the
three elements of the internal control struc
ture?

A217

Document the conclusion that control risks are
at the maximum level for those financial state
ment assertions where control risk is assessed
at the maximum level?
A218
Document the basis for the conclusion (i.e.,
tests of controls) that the effectiveness of
the design and operation of internal control
structure policies and procedures supports the
assessed level of control risk when that
assessed level is below the maximum level?
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Engagement Code

QUES.
If early application of SAS No. 55 was
elected, and the user auditor has assessed
control risk below the maximum for an asser
tion, and that assessment is dependent upon
the application of controls at a service
organization, has the auditor obtained and
appropriately considered a service auditor's
report or performed tests of operating effec
tiveness at the service organization?

A220

If SAS No. 53 was applicable to this engagement
(either as a result of the SAS's effective date
or an early application of the SAS) did the
auditor:

Make an assessement of the risk of material
misstatements of the financial statements,
including those resulting from violations of
laws and regulations that have a direct and
material effect on the determination of
financial statement amounts?

A221

Assess the risk of management misrepresenta
tion by reviewing information obtained about
risk factors and the internal control struc
ture?

A222

Design the audit to provide reasonable assur
ance of detecting errors and irregularities
that are material to the financial statements?

A223

If early application of SAS No. 55 was not
elected:
Did the auditor obtain an understanding of
the client's accounting system, including the
control environment and the flow of transac
tions?

A224

If after completing the preliminary phase of
the review the auditor decided not to rely on
the internal accounting control system to
restrict substantive tests, were his reasons
for deciding not to extend his review docu
mented?

A225

If the auditor decided to rely on the system:
Was
the
and
the
1/90

there appropriate documentation of
auditor's understanding of the system
the basis for his conclusions about
suitability of its design?
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Engagement Code

QUES.
Were adequate tests of compliance with
internal control procedures made?

A227

Were deviations noted during compliance
testing appropriately evaluated?

A228

Was a final evaluation of internal
accounting control documented and con
sidered in the development of the audit
program?

A229

If the client used EDP in significant
accounting applications, did the study and
evaluation of internal controls include both
general and application controls over EDP
activities, including those, if any, at a
service organization? (SAS Nos. 44 and 48)

A230

If the auditor relied on the internal
accounting controls at a service organiza
tion, was a service auditor's report obtained
and appropriately considered? (SAS No. 44)

A231

Was an appropriately tailored, written audit
program prepared? (SAS No. 22 and applicable AICPA
Industry Audit Guide)

If early application of SAS No. 55 was elec
ted, was the audit program responsive to the
needs of the engagement identified and the
understanding of the internal control struc
ture obtained during the planning process?

A233

If early application of SAS No. 55 was not
elected, was the audit program responsive to
the needs of the engagement identified during
the planning process and was it developed in
light of the strengths and weaknesses of
internal control? (SAS No. 1, section 320)

A234

Was consideration given to applicable asser
tions in developing audit objectives and in
designing substantive tests? (SAS No. 31,
pars. 9 through 13)

A235

If conditions changed during the course of
the examination, was the audit program mod
ified as appropriate in the circumstances?

A236

Have all procedures called for in audit programs
been signed?

1/90
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Engagement Code

QUES.

If statistical or nonstatistical sampling was used
in compliance tests of internal controls (under
SAS No. 55, tests of controls) (SAS No. 39, pars.
.31 through .42):

In your consideration of the adequacy of the
sample size, does it appear the firm gave ap
propriate consideration to the specific objec
tive of the compliance test, tolerable rate,
allowable risk of overreliance, and likely
rate of deviations?

A238

Was the sample selected in such a way that it
could be expected to be representative of the
population?

A239

Were the results of the sample evaluated as to
their effect on the nature, timing and extent
of planned substantive procedures?

A240

In evaluating the sample, was appropriate con
sideration given to items for which the planned
compliance test or appropriate alternative
procedure could not be performed, for example,
A241
because the documentation was missing?

Was the documentation of the foregoing con
siderations in accordance with firm policy?

A242

If statistical or nonstatistical sampling was
used for substantive tests of details (SAS No.
39, pars .15 through .30):

1/90

In your consideration of the adequacy of the
sample size, does it appear the firm gave
appropriate consideration to the specific
audit objective, tolerable error, acceptable
level of risk of incorrect acceptance, and
characteristics of the population?

A243

Was the sample selected in such a way that it
could be expected to be representative of the
population?

A244

Were the error results of the sample pro
jected to the items from which the sample was
selected?

A245

In evaluating the sample, was appropriate
consideration given to items for which the
planned substantive tests or appropriate
alternate procedures could not be performed?

A246
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Engagement Code

QUES.
In the evaluation of whether the financial
statements taken as a whole may be materially
misstated, was appropriate consideration
given, in the aggregate, to projected error
results from all audit sampling applications
and to all known errors from non-sampling
applications?

A247

Was the documentation of the foregoing con
siderations in accordance with firm policy?

A248

If SAS No. 56 was applicable to this engagement
(either as a result of the SAS's effective date
or an early application of the SAS) did the
auditor:

Consider the guidelines in SAS No. 56 in de
veloping, performing, and evaluating the re
sults of analytical procedures used as sub
stantive tests?

A249

Use analytical procedures in the overall re
view stage of the audit?

A250

If SAS No. 56 was not applicable to this engage
ment, were the guidelines of SAS No. 23 considered
in the performance of analytical review proce
dures, including:
Investigating significant fluctuations?

A251

Evaluating the effects of the findings on the
scope of the examination?

A252

Has the auditor evaluated the reasonableness of
accounting estimates made by management?

A253

Did the auditor obtain a timely and appropriate
letter of representation from management? (SAS
Nos. 19 and 63)

A254

Did the auditor obtain timely and appropriate re
sponses from the client's attorney concerning
litigation, claims, and assessments? (SAS No. 12)

A255

Have all questions, exceptions, or notes, posed
during the audit been followed up and resolved?

A256
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Engagement Code

QUES.
Does it appear that appropriate consideration was
given to all passed adjustments and to the risk
that the current period's financial statements
are materially misstated when prior-period likely
errors are considered with likely errors arising
in the current period? (SAS No. 47)

A257

If SAS No. 53 was applicable to this engagement
(either as a result of the SAS's effective date
or an early application of the SAS) did the audi
tor:
Follow-up on errors and irregularities in
accordance with SAS No. 53?

A258

Consider the implications of an irregularity
in relation to other aspects of the audit,
including the reliability of client repre
sentations?

A259

Assure himself that the audit committee or
others with equivalent authority and respon
sibility had been adequately informed of all
but clearly inconsequential irregularities
identified during the engagement?

A260

When the auditor's procedures disclosed instances
or indications of illegal acts and SAS No. 54
and/or 60 were applicable to this engagement
(either as a result of the SAS's effective date
or an early application of the SAS), did the
auditor:

Follow up on illegal acts having a direct and
material effect on the financial statements in
accordance with SAS No.54, par. 5?

A261

Follow up on all other illegal acts in accor
dance with SAS No. 54, par. 7?

A262

Consider the implications of a detected
ilegal act in relation to other aspects of the
audit, including the reliability of client
representations?

A263

Assure himself that the audit committee or
others with equivalent authority and respon
sibility had been adequately informed with
respect to all but clearly inconsequential
illegal acts identified during the audit?

A264

1/90

SAE-43

MFC
Ref.*

Engagement Code

QUES.
Communicate directly with the audit committee
if the illegal act involved senior management
and document that communication?

A265

If SAS Nos. 53 and 54 were not applicable to this
engagement, were errors, irregularities, or ille
gal acts, if any, followed up in accordance with
SAS Nos. 16 and 17?

A266

If SAS No. 59 was applicable to this engagement
(either as a result of the SAS's effective date
or an early application of the SAS), did the
auditor evaluate whether there is substantial
doubt about the entity's ability to continue as
a going concern for a reasonable period of time?

A267

If SAS No. 60 was not applicable to this engage
ment, were material weaknesses, if any, in
internal control communicated to senior manage
ment and the board of directors or its audit
committee? (SAS No. 20)

A268

Were reports on internal control prepared in
accordance with SAS Nos. 20 and 30?

A269

If SAS No. 60 was applicable to this engagement
(either as a result of the SAS's effective date
or an early application of the SAS:

Did the auditor communicate reportable con
ditions to the audit committee or others with
equivalent authority and responsibility?

A270

If the communication was in writing, did the
report include all elements required by SAS
No. 60?

A271

If the communication was oral, did the audi
tor document the communication in the working
papers?

A272

If there is an indication that the auditor, sub
sequent to the date of his report, became aware
that facts may have existed at that date which
might have affected his report, had he then been
aware of such facts, did he consider the guidance
in SAS No. 1, section 561, in determining an
appropriate course of action, and does the matter
appear to be properly resolved?

A273
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Engagement Code

QUES.
If there is an indication that the auditor, sub
sequent to the date of his report, concluded that
one or more auditing procedures considered neces
sary at the time of the audit in the then
existing circumstances were omitted from his
audit of the financial statements, did he con
sider the guidance in SAS No. 46 (AU section 390)
in determining an appropriate course of action,
and does the matter appear to be properly
resolved?

MFC
Ref.*

A274

If SAS No. 61 was applicable to this engagement
(either as a result of the SAS’s effective date
or an early application of the SAS), did the
auditor:
Assure himself that the appropriate matters
have been communicated to those who have
responsibility for oversight of the financial
reporting process (SAS No. 61, pars. 6
through 14)?

A275

If the communication was in writing, prepare
a written report that includes a statement
that the communication is intended solely for
the use of the audit committee or the board
of directors and, if appropriate, management?

A276

If the communication was oral, document the
information communicated by appropriate memo
randum or notations in the working papers?

A277

Procedures Unique to Audits of State or Local Governmental Entities

Engagement Code

QUES.
In planning the audit engagement, did the auditor
properly consider:

1/90

Definition of the reporting entity indicating
the related organizations, functions, and
activities which are either included or
excluded from the financial statements in
accordance with GASB Cod. 2100?

G250

Factors affecting the continued functioning
of the government, such as legal limitations
on revenue, expenditures, or debt service?

G251
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Engagement Code

MFC
Ref.*

Engagement Code

MFC
Ref.*

QUES.

For a jointly signed audit report, are there
indications that the auditor has conducted suf
ficient audit procedures to warrant signing the
report in an individual capacity? (ASLGU,
Ch. 18, par. 42)

G252

Was a written audit program prepared?

G253

If applicable, were adequate tests of compliance
with applicable laws and regulations that have a
material effect on the financial statements per
formed and documented? (SAS No. 63, pars. 15
and 20)

G254

If evidence exists of situations or transactions
that could be indicative of fraud, waste, abuse
and illegal expenditures and acts, did the auditor

Either obtain management's approval to extend
audit steps and procedures to identify the
effect on the entity's financial statements
or consider issuing a disclaimer of opinion
because of a scope limitation and disclose
any reservations regarding compliance with
applicable laws and regulations?

G255

Give prompt notice to the appropriate manage
ment officials of the recipient above the
level of involvement?

G256

Were all material instances of weaknesses in in
ternal controls and all identified instances of
noncompliance with applicable laws and regulations
Adequately evaluated and documented?

G257

Appropriately reported in accordance with
applicable standards? (SAS No. 20, GAO's
Standards for Audit, pp. 28-29 and OMB A-128,
par. 13)

G258

Procedures Unique to Audits of Not-For-Profit Organizations

QUES.

Was an appropriately tailored, written audit
program prepared? (SAS No. 22 and applicable
AICPA Industry Audit Guides)
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N201

Engagement Code

QUES.
Have all questions, exceptions, or notes, posed
during the audit been followed up and resolved
including consideration of the views obtained
from responsible officials of the organization,
program, activity, or function audited concerning
the auditor's findings, conclusions, and recom
mendations?

N202

If the audit was required to be conducted in
accordance with Government Auditing Standards,
does the language in the auditor's reports con
form with professional standards, including
references to Government Auditing Standards (GAO,
ch. 5, par. 3), and appropriately cover the
following for the entity as a whole:

N301

1/90

The financial statements, including, where
presented, the combining and individual fund
financial statements?

N302

The internal control structure related mat
ters based solely on the auditor's
understanding of the internal control struc
ture and assessment of control risk made as
part of the audit of the financial
statements (GAO, ch. 5, par. 17) that in
cludes, when appropriate:

N303

The entity's significant internal accounting
controls and those controls designed to pro
vide reasonable assurance that federal
programs are being managed in compliance with
laws and regulations? (GAO, ch. 5, par. 17)

N304

The controls that were evaluated? (GAO,
ch. 5, par. 17)

N305

The controls that were not evaluated? (GAO,
ch. 5, par. 20)

N306

If applicable, the reasons why no study of
internal controls was made? (GAO, ch. 5,
pars. 19 and 20)

N307

A presentation of reportable conditions in
accordance with the guidance in Government
Auditing Standards, Chapter 7, regarding
reporting on performance audits? (GAO, ch. 5,
par. 23)

N308
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Engagement Code

QUES.
Reference to a separate letter describing
identified nonreportable conditions? (GAO,
ch. 5, par. 25)

N309

Compliance with applicable laws and regulations,
including a summary of all material instances of
noncompliance and/or instances of illegal acts
(SAS No. 63, par. 28, and GAO, ch. 5, par. 5)
that includes, when appropriate:

N310

A presentation of reasonable basis for the
auditor's conclusion not to perform tests of
compliance and omission of a statement of
positive assurance on items tested for
compliance with laws and regulations? (SAS
No. 63, par. 23, and GAO, ch. 5, par. 6)

N311

A presentation of material instances of noncompliance with laws and regulations in
accordance with the guidance in Government
Auditing Standards regarding reporting on
performance audits and issuance of either a
qualified or adverse report on compliance?

N312

A reference to a separate letter describing
immaterial instances of noncompliance? (SAS
No. 63, par. 27)

N313

Did the report(s) disclose the status of all
known, but uncorrected significant or material
findings and recommendations from prior audits
that affect current audit objectives? (SAS
No. 63, par. 17, fn. 9)

N314

When appropriate, did the auditor issue a report
on fraud, abuse, or an illegal art, or indica
tions of such acts to the entity arranging the
audit? (SAS No. 63, pars. 28 and 29 and GAO,
ch. 5, par. 13 and 16)

N315

When appropriate, was the scope section of the
report properly modified to disclose that an
applicable government auditing standard was not
followed, the reasons therefore, and the known
effect of not following the standard on the audit
results? (GAO, ch. 3, par. 27)

N316

If required or deemed necessary, is there any
indication that the firm considered the entity's
audit requirements and agreed on the scope of the
engagement with the entity? (GAO, ch. 4, par. 5)

N317
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Engagement Code

QUES.

By reviewing contract files and receipts and dis
bursements, did the auditor obtain reasonable
assurance that the entity appropriately iden
tified all federal financial assistance and laws
and regulations and included those matters within
the audit scope? (SAS No. 63, par. 8)

N318

Do the working papers indicate that consideration
was given to prior audits of government financial
assistance programs that disclosed questioned or
disallowed costs, or instances of noncompliance?
(SAS No. 63, par. 17, fn. 9 and GAO, ch. 3, par.
41)

N319

For those programs where the study and evaluation
of internal control systems did not extend beyond
the preliminary review phase, do the working
papers document (GAO, ch. 5, pars. 19 and 20):

Procedures used to perform the preliminary
review?

N320

Reasons why the review was not extended?

N321

For the systems for which the full study and eval
uation were performed (SAS No. 63, par. 15 and
SAS No. 55):
Do the working papers document the auditor's
understanding of the systems?

N322

Were tests of controls performed for these
systems?

N323

In the judgment of the reviewer, were the
nature and extent of tests of controls suf
ficient to enable the auditor to determine if
the appropriate policies and procedures
were being applied as described?

N324

Do the working papers adequately document the
work performed and the conclusions reached?
(GAO, ch. 4, par. 27)

N325

Did the auditor document his communication of
nonreportable conditions in the internal control
structure that were not included in the required
reports? (SAS No. 63, pars. 35 and 36 and GAO,
ch. 5, par. 25)
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Engagement Code

QUES.

Were all material instances of weaknesses in
internal controls and all identified instances of
noncompliance with applicable laws and regula
tions adequately evaluated and documented?

N327

If applicable, were adequate tests of compliance
with applicable laws and regulations that have a
direct and material effect on the financial
statements performed and documented? (SAS No. 63,
pars. 15 and 20)

N328

If evidence exists of situations or transactions
that could be indicative of fraud, waste, abuse,
or illegal acts (SAS No. 16 and 17), did the
auditor:

Either obtain management's approval to extend
audit steps and procedures to identify the
effect on the entity's financial statements
or consider issuing a disclaimer of opinion
because of a scope limitation?

N329

Give prompt notice to the appropriate manage
ment officials of the entity arranging the
audit?

N330

Was interfund activity properly reviewed and were
differences between total interfund receivables
and total interfund payables investigated and
resolved?

N331

Did the auditor submit the reports to the orga
nization audited and to those requiring or
arranging for the audit within the required time?
(GAO, ch. 5, par. 32)

N332

Has the auditor established policies or proce
dures for complying with the additional require
ments concerning retaining working papers and
reports and making the working papers available
upon request to the cognizant agency or its
designee or the GAO at the completion of the
audit? (GAO, ch. 4, pars. 21 and 22)

N333

If the audit was required to be conducted in
accordance with the GAO's Standards for Audit, do
the auditor's report(s) include references to
GAO's Standards for Audit, and appropriately
cover:
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Engagement Code

QUES.
The financial statements, including, where
presented, the combining and individual fund
financial statements?

N601

Internal accounting control based solely on a
study and evaluation made as part of the
audit of the financial statements?

N602

Compliance with finance-related legal and
contractual provisions including a summary of
questioned costs and/or instances of noncompliance?

N603

When appropriate, did the auditors issue a
report on fraud, abuse, or an illegal act, or
indications of such acts, to the entity
arranging the audit?

N604

When appropriate, was the scope section of the
report properly modified to disclose than an
applicable government auditing standard was not
followed, the reasons therefore, and the known
effect of not following the standard on the audit
results?

N605

If required, did the auditor's report on internal
control (accounting and administrative) identify:
The entity's significant internal accounting
controls and those controls designed to pro
vide reasonable assurance that federal
programs are being managed in compliance with
laws and regulations?

N606

The controls that were evaluated?

N607

The controls that were not evaluated?

N608

The material weaknesses identified as a re
sult of the evaluation?

N609

If required, did the auditor's report on compli
ance include:
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A statement of positive assurance with re
spect to those items tested for compliance
with laws and regulations pertaining to
financial reports?

N610

Negative assurance on those items not tested?

N611
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Engagement Code
QUES.

k summary of material instances of non-com
pliance?

N612

If required by contractual obligations, were find
ings presented in accordance with the guidance in
the GAO's Standards for Audit regarding reporting
on economy and efficiency audits and program re
sults audits?

N613

Was interfund activity properly reviewed and were
differences between total interfund receivables
and total interfund payables investigated and
resolved?

N614

If applicable, were adequate tests of compliance
with applicable laws and regulations made?

N615

If evidence exists of situations or transactions
that could be indicative of fraud, waste, abuse
or illegal expenditures and acts, did the auditor:

Either obtain management's approval to extend
audit steps and procedures to identify the
effect on the entity's financial statements
or consider issuing a disclaimer of opinion
because of a scope limitation?

N616

Give prompt notice to the appropriate manage
ment officials of the entity arranging the
audit?

N617

Were all material instances of weaknesses in in
ternal controls and all identified instances of
noncompliance with applicable laws and regulations

Adequately evaluated and documented?

N618

Appropriately reported in accordance with
applicable standards? (SAS No. 20 or 60, GAO's
Standards for Audit, pp. 28-29 and OMB A-110,
Attachment F)

N619

Do the working papers indicate that consideration
was given to prior audits of government financial
assistance programs that disclosed questionable or
disallowed costs, or instances of noncompliance?

N620
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III.

WORKING PAPER AREAS

Working Paper Areas Applicable to All Audit Engagements

Engagement Code

Cash

QUES.

Were bank accounts confirmed at the examination
date and were reconciling items existing at the
balance sheet date cleared by reference to sub
sequent statements obtained directly from the
bank (or obtained from the client and appropri
ately tested)?

A301

Was due consideration given to cash transactions
shortly before and shortly after the balance
sheet date to determine that transactions were
recorded in the proper period?

A302

Do the working papers indicate that the follow
ing were considered:

Restrictions on cash balances?

A303

Confirmation of bank credit arrangements
such as compensating balances?

A304

Confirmation of liabilities and contingent
liabilities to banks?

A305

Based on the evaluation of internal control, or,
if early application of SAS No. 55 was elected,
based on the assessment of control risk, do the
substantive tests of cash appear adequate?

A306

Receivables

Were accounts receivable confirmed and appropriate
follow-up steps taken, including second requests
and alternate procedures?

A307

If confirmation work was performed prior to yearend, is there evidence that there was an adequate
review of transactions from the confirmation date
to the balance sheet date?

A308

If a significant number and amount of accounts re
ceivable were not confirmed, is there evidence
that other auditing procedures were performed?

A309
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Engagement Code
QUES.

Were significant notes receivable confirmed as of
the balance sheet date?

A310

Were the results of confirmation and alternative
procedures summarized and were appropriate con
clusions drawn in the working papers?

A311

Was collateral (if any) for receivables examined
with respect to existence, ownership and value?

A312

Were adequate tests of discounts and allowances
made?

A313

Was the reasonableness of allowances for doubtful
accounts covered in the working papers and col
lectibility of receivables adequately considered?

A314

Was there evidence in the working papers that
inquiry was made and consideration given to
whether receivables are sold, pledged, assigned
or otherwise encumbered?

A315

Was receivable work coordinated with the tests
of support and revenue, including cut-off tests?

A316

Were procedures performed to verify whether the
carrying value of notes receivable reflects the
present value of the consideration given and the
appropriate interest rate?

A317

Based on the evaluation of internal control, or,
if early application of SAS No. 55 was elected,
based on the assessment of control risk, do the
substantive tests of receivables appear adequate?

A318

Inventories
Where the physical inventory is taken at a date
other than the balance sheet date (or where
rotating procedures are used), do the working
papers indicate that consideration was given to
inventory transactions between the inventory
date(s) and the balance sheet date?

A319

Do the working papers contain evidence that
counts were correctly made and recorded (i.e.,
was control over inventory tags or count sheets
maintained and were test count quantities recon
ciled with counts reflected in final inventory)?

A320
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Engagement Code

QUES.
Were physical inventories observed at all loca
tions where relatively large amounts are located?

A321

Where the physical inventory in the hands of
others was not observed, were inventory confir
mations received [i.e., inventory in public ware
houses (SAS No. 43), on consignment, etc.]?

A322

If perpetual inventory records are maintained, do
the working papers indicate that differences
disclosed by the client's physical inventory (or
cycle counts) are properly reflected in the
accounts?

A323

Do the working papers indicate that there were
adequate tests of:
The clerical accuracy of the compilation of
the inventory?

A324

Costing methods and substantiation of costs
used in pricing all elements (raw materials,
work in process, finished goods) of the
inventory?

A325

Were the results of inventory observations and
other tests summarized and were appropriate con
clusions drawn?

A326

Where LIFO is used, did the auditor consider
whether the client's LIFO techniques are
generally consistent with those in the AICPA's
issues paper on LIFO?

A327

Do the working papers indicate that a lower of
cost or market test (including consideration of
obsolete or slow-moving inventory) was performed?

A328

Were inquiries concerning purchase and sales com
mitments made, including consideration as to any
possible adverse effects?

A329

Were appropriate inventory cut-off tests performed? A330

Where applicable, were gross profit percentage
tests employed to check overall valuation of in
ventories?
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Engagement Code

QUES.
Do the working papers indicate that steps were
performed to determine if any inventory is
pledged?

A332

Based on the evaluation of internal control, or,
if early application of SAS No. 55 was elected,
based on the assessment of control risk, do the
substantive tests of inventory appear adequate?

A333

Investments

Was a summary schedule prepared (or obtained) and
details examined with respect to description,
purchase price and date, changes during period,
income, market value, etc. of investments?

A334

Were all securities either examined or confirmed?

A335

Were realized gains and losses on disposition of
securities properly computed?

A336

Do the working papers reflect consideration of
the appropriateness of carrying values of secu
rities and their classification?

A337

Were investigation of carrying value and possible
cost impairment of long-term investments made?

A338

Do the working papers reflect consideration that
investments were pledged, restricted, or had lim
itations on their immediate use?

A339

For investments accounted for on the equity method,
were financial statements and other information
reviewed to support the amounts presented or the
footnote disclosures made?
A340
For repurchase and reverse repurchase agreements,
were appropriate audit procedures performed (e.g.,
confirmation, inspection of collateral)?

A341

Prepaid Expenses, Intangible Assets, Deferred
Charges, etc.

Were adequate tests made and/or confirmations
received for all material:

Prepaid expenses?
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Engagement Code

QUES.
Intangible assets?

A343

Deferred charges?

A344

Other?

A345

Is there adequate support for the deferral and
amortization (or lack thereof) of these types of
assets?

A346

Were reviews made of the continuing value of
goodwill and other intangible assets?

A347

If insurance policies were pledged as collateral
or subjected to premium financing, were the re
lated loans properly accounted for?

A348

Property, Plant and Equipment
Was a summary schedule prepared (or obtained) to
show beginning balances, changes during the
period and ending balances for:

Property, plant and equipment?

A349

Accumulated depreciation?

A350

Do tests appear adequate and were proper conclu
sions drawn with respect to:

Additions (by the examination of supportdocuments and/or physical inspection)?

A351

Retirements, etc. (including examination of
miscellaneous income, scrap sales)?

A352

The adequacy of current and accumulated pro
visions for depreciation and depletion?

A353

Status of idle facilities?

A354

Do the working papers indicate that the auditor
considered the possibility that property was sub
ject to liens?

Based on the evaluation of internal control, or,
if early application of SAS No. 55 was elected,
based on the assessment of control risk, do the
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Engagement Code
QUES.

substantive tests of property, plant and equip
ment appear adequate?

A356

Liabilities
Were accounts payable adequately tested for
propriety?

A357

Were liabilities properly classified as current
or long-term at the balance sheet date?

A358

Was an adequate search performed for unrecorded
liabilities at the balance sheet date?

A359

Was the payable work coordinated with the testing
of the purchases cut-off?

A360

Was consideration given to expenditures and ex
penses that might require accrual (e.g., pen
sions, compensated absences), and to whether
accrued expenses were reasonably stated?

A361

Were significant notes and bonds payable, to
gether with interest rates, repayment periods,
etc. confirmed?

A362

Were procedures performed to verify whether the
carrying value of notes payable reflects the
present value of the consideration received and
the appropriate interest rates?

A363

Is there evidence of testing of the company's
compliance with covenants to debt obligations?

A364

Based on the evaluation of internal control, or,
if early application of SAS No. 55 was elected,
based on the assessment of control risk, do the
substantive tests of liabilities appear adequate?

A365

Deferred Credits
Do the working papers indicate that:
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The basis of deferring income is reasonable
and on a consistent basis from year to year?

A366

Deferrals have been established on a reason
able basis?

A367
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Engagement Code
QUES.

Income Taxes

Were the current and deferred tax accrual accounts
and related provisions analyzed and appropriate
auditing procedures performed?

A368

Do the working papers contain evidence that, in
determining the adequacy of the income tax
accruals and provisions, appropriate consideration
was given to possible adjustments required for:

Tax positions taken by the client that might
be challenged by the taxing authorities and/or
other tax contingencies?

A369

Possible assessments, penalties or interest
including similar adjustments applicable to
years not yet examined?

A370

Based upon the review of the financial statements
and working papers and, if necessary, discussions
with engagement personnel, does it appear as
though substantive tax matters applicable to this
engagement were given adequate consideration?

A371

Commitments and Contingencies

Do the working papers include indication of the
following:
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Inspection of minutes of meetings of the stock
holders, board of directors, and executive and
other committees of the board?

A372

Inspection of contracts, loan agreements,
leases, and correspondence from taxing and
other governmental agencies, and similar
documents?

A373

Accumulation and analysis of conf
irmation
responses from banks and lawyers?

A374

Inquiry and discussion with management in
cluding management's written representations
concerning liabilities, litigation, claims,
assessments and regulatory requirements as
applicable?
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Engagement Code
QUES.

Other contingent liabilities (such as buy/
sell agreements) for possible guarantees?

A376

Is there indication that procedures were per
formed to uncover the need for recording or
disclosure of events subsequent to the date of
the financial statements? (SAS No. 1, sections
560.10, 560.11 and 560.12)

A377

Have all material contingencies been properly
considered, documented, and reported? (SFAS Nos.
5 and 16)

A378

Capital Accounts
Were changes in capitalization checked to
authorizations?

A379

Do the working papers indicate that there were
adequate inquiries where appropriate, about stock
options, warrants, rights, redemptions and conver
sion privileges?

A380

Income and Expenses

Were tests of payrolls, including account distri
bution, made?

A381

Concerning pension and profit sharing plans (in
cluding impact of ERISA), do tests made of the
expenses and liabilities appear adequate?

A382

Were revenue and expenditures and/or expenses for
the period compared with those of the preceding
period and reviewed for reasonableness and were
variances significant and fluctuations explained?

A383

Was adequate consideration given to:
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The client's revenue recognition policy?

A384

Income recognition on transactions where the
earnings process was not complete?

A385

Unusual sales transactions?

A386

Income recognition when the right of return
exists?

A387
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Engagement Code

QUES.
Based upon the evaluation of internal control, or,
if early application of SAS No. 55 was elected,
based on the assessment of control risk, did the
substantive tests (review, analysis, and testing)
of revenue and expenditures/expenses appear
adequate?

A388

Other

Have leases been reviewed to determine that capi
tal, sales, and direct financing leases have been
properly accounted for?

A389

Were appropriate procedures applied to supplemen
tary information?

A390

Limited Review of Interim Financial Information:

Were appropriate procedures performed? (SAS
No. 36, pars. 6 and 9 through 15)

A391

If required by firm policy, was a checklist
of the above procedures used?

A392

If the work of a specialist was used, did the
auditor apply the guidance in SAS No. 11, pars.
9 through 12?

A393

Were specific procedures for determining the
existence of related parties and examining iden
tified related party transactions applied? (SAS
No. 45)

A394

If consolidated statements are presented:
Have intercompany balances and transactions
been eliminated?

A395

If the financial reporting periods of one or
more subsidiaries differ from that of the
parent, was recognition given to the effect
of intervening events that materially affect
financial position or the results of opera
tions?

A396

Was appropriate consideration given to the carry
ing value of long-term contracts in relation to
their contract prices, estimated costs to com
plete, and degree of completion?
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Was appropriate consideration given to the
accounting for (including the disclosure of)
futures, forwards, and standby contracts?

Working Paper Areas Unique to Audits of State or Local Governmental Entities

Engagement Code
QUES.

Cash
Do the working papers indicate that the following
were considered:

Approval of interfund cash transactions?

G301

Verification of collateral required of depos
itory institutions for public funds?

G302

Compliance with the laws and regulations
governing the deposit of public funds?

G303

Determination that all cash accounts have
been identified and appropriately recorded?

G304

Review of repurchase security transactions
for consistency with the disclosures on the
terms or circumstances of the transactions?

G305

Receivables

Were procedures performed to provide evidence
that taxes receivable and the related revenues
have been recorded in the correct period?

G306

Inventories
Do the working papers indicate that there were
adequate tests of:
Physical observation, if material?

G307

Investments
For joint venture investments (accounted for on
the equity or other method), were financial state
ments and other information reviewed to support
the amounts presented and the related footnote
disclosures?
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Engagement Code

QUES.
Was a review made to determine whether the invest
ments are of the types authorized by law or com
ply with the applicable statutes and investment
policies?

G309

Were income, gains and losses from investments
examined for proper allocation to the individual
funds?

G310

Fixed Assets
Was a review made to determine that capital
expenditures are classified in the proper fund
accounts and made in accordance with budgetary
requirements?

G311

Liabilities

Were procedures performed to determine whether
deferred compensation plans are appropriately
disclosed? (GASBS No. 2)

G312

Was an examination made to determine that:

New debt issues are properly issued as re
quired by the state constitution or state/
local statute and are recorded in the correct
fund and/or account group?

G313

Debt restrictions, guarantees and other debt
commitments are properly disclosed?

G314

Do the tests of interfund borrowings appear ade
quate with respect to:

Legal restrictions, if any, on such borrow
ings?

G315

Authorization?

G316

Classification?

G317

Appropriateness of interest accruals and
payments?

G318

Deferred Revenue
Was consideration given to matching requirements,
if any?
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Engagement Code
QUES.
Commitments and Contingencies

Do the working papers include indication of the
following:

Consideration of prior audits of federal
financial assistance programs that disclosed
questionable or disallowed costs, or instances
of noncompliance?

G320

Inspection of long-term contracts with non
governmental entities, such as construction
contractors?

G321

Fund Equity

Where appropriate, were authorizations of changes
in reserves and designated balances examined?

G322

Do the working papers indicate that there were
appropriate inquiries, where applicable, as to
proper classification, description and disclo
sures of components of fund equity?

G323

Do the working papers indicate that fund trans
fers were properly approved and recorded?

G324

Revenues and Expenditures/Expenses
Do the working papers indicate that revenues and
interfund transactions have been recognized in
the accounting period in which they became
available and measurable under the applicable
basis of accounting?

G325

Do the working papers indicate that the auditor
considered the effect of program income on federal
grants and any related activities?

G326

Has it been determined that:
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Expenditures are in accordance with the
approved budget as to amounts and purpose?

G327

Encumbrances are properly identified, sup
ported and recorded?

G328

Indirect cost allocations are in accordance
with OMB A-87?

G329
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Engagement Code
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QUES.

If the entity is reimbursed by a third party for
costs incurred in connection with providing ser
vices to others:

Were pertinent sections of significant thirdparty contracts reviewed to determine the
basis for reimbursement?

G330

Were cost reimbursement reports and the under
lying support reviewed?

G331

Were appropriate allocations made of indirect
costs among the entity's programs?

G332

Was the effect of audits, either required or
performed by third party grantors, considered?

G333

If grants are awarded to other organizations, did
the auditor review:
The classification of the grants?

G334

The effects of the grantees' compliance or
noncompliance with performance requirements?

G335

Working Paper Areas Unique to Banks

General

QUES.

Do the engagement planning and audit working
papers consider apparent fraud and insider abuse
and the results of inquiries, readings, excerpts
or other evidence of an understanding of regula
tory examinations, their findings and actions?

B301

Did the engagement team consider the risks to the
bank of possible violations of regulations such
as the following:

Bank Secrecy Act?

B302

Legal lending limit regulations and interest
rates charged?

B303

Affiliated party transaction regulations?

B304

Current minimum capital ratio requirements?

B305
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Engagement Code

QUES.

Director's Examinations

Procedures may be limited in a director's
examination; therefore, were the following con
sidered:

Clearly setting forth in the engagement
letter, in advance, the nature and extent of
procedures?

B306

State regulations and requirements in the
determination of audit scope?

B307

Compliance with the provisions of SAS No.
35, if the examination consisted of per
forming certain agreed-upon procedures?

B308

Trust Operations

Were the audit procedures directed to uncover
the existence of contingent liabilities arising
from trust department operations and the bank's
fiduciary responsibilities?

B309

Loans
Did the loan evaluation consider or include:
The banks lending policies and procedures,
including its control over loan file docu
mentation and maintenance?

B310

The qualifications of the bank loan officers?

B311

The effectiveness of the bank's internal
audit and loan review program?

B312

The results of prior years examinations and
industry statistics?

B313

Loan loss experience and charge-off policy?

B314

The relative degrees of risk inherent by •
type of loan; considering, for example, if
loans are unsecured, associated with
depressed areas or industries, highly con
centrated and exposed to political,
geographic or economic risks?

B315

Participation purchased or sold?

B316

Over drafts?

B317
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Engagement Code

QUES.
Related party transactions?

B318

The extent to which loan renewals and exten
sions are used to maintain loans on a
current basis?

B319

Appraisals obtained on foreclosures, includ
ing the qualifications, independence and
findings of the appraisers?

B320

The use of watch lists, delinquency reports
and other sources of potential problems
including troubled debt restructurings and
in-substance foreclosures?

B321

Did the work include the review of individual
loan files including borrowers financial state
ments, evidence of collateral and cash flow
information?

B322

In the loan area has the audit team given ade
quate consideration to:
Testing executed notes, loan applications,
financial statements of borrowers, chattels,
other credit information and approvals?

B323

Confirmation with bank customers?

B324

Proper accounting recognition of unearned
income, interest income, points, recognition
of acquisition and other fees and requirements
of FAS No. 91?

B325

The relationship of the total interest income
yield, calculated through the comparison of
total interest income to average loan balance,
to interest rates in effect for the period.

B326

Was an appropriate evaluation of the adequacy of
the allowance for loan losses and the selection
of loans to be evaluated, documented and then
performed?

B327

Real Estate and Other Assets
If real estate or other assets acquired through
foreclosure are significant to the client, were:
Carrying values at the time of foreclosure
evaluated and properly classified in the
financial statements?
SAE-67
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Engagement Code
QUES.

Continuing carrying values assessed,
including those for in-substance foreclosures?

B329

Loans restructured by the client properly
recorded under the principles of FAS No. 15?

B330

In-substance foreclosures reviewed to deter
mine that they were accounted for as troubled
debt restructurings?

B331
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Working Paper Areas Unique to Audits of Not-For-Profit Organizations

Engagement Code
QUES.

Cash

Do the working papers indicate that the following
were considered:

Authorization for interfund cash transactions?

N401

Determination that all cash accounts have
been identified and appropriately recorded?

N402

Receivables

Were procedures performed to provide evidence
that pledged receivables are properly recorded in
the appropriate funds?

N403

Inventories
Do the working papers indicate that there were
adequate tests of:

N404

Physical observation, if material?

Investments
When investments are held by an outside custo
dian, who is authorized by the client to execute
transactions without specific authorizations of
individual transactions, did the auditor consider
the guidance in SAS No. 44, par. 16?

N405

Do the working papers reflect consideration of
changes in the carrying value of marketable
securities and other instruments and the
appropriateness of unrealized gains and losses
that were recognized?

N406
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Engagement Code

QUES.
Do the working papers indicate tests of unit
market value calculations of pooled investment
funds, including the propriety of handling
additions to and withdrawa
ls from the pool?

N407

Were income and realized and unrealized gains and
losses from investments examined for proper allo
cation to the individual funds?

N408

Do the working papers indicate that consideration
was given to indications that investments were
pledged, restricted, or had limitations on imme
diate use?

N409

Do the working papers indicate that risk of loss
on repurchase agreements was properly considered?

N410

Do the working papers indicate that repurchase
security transactions were reviewed for consis
tency with the disclosures of the terms or circum
stances of the transactions?

N411

Collections of Works of Art and Similar Items
If the collection has been capitalized, do the
working papers indicate that the auditor tested
the reasonableness of the collection's carrying
value?

N412

If a capitalized collection is considered
exhaustible, do the working papers indicate that
the auditor tested the reasonableness of the
related amortization?

N413

Whether or not a collection was capitalized, are
the tests adequate with respect to acquisitions
and deaccessions?

N414

If the collection is capitalized:

Were physical inventories observed at all
locations where relatively large amounts are
located?
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Engagement Code

QUES.

Do the working papers contain evidence that
counts were correctly made and recorded (i.e.,
was control over inventory tags or count
sheets maintained and were test count quanti
ties reconciled with the quantities reflected
in the final inventory)?

N416

If the collection is considered inexhaustible and
has not been capitalized, do the working papers
indicate that the auditor:
Evaluated the internal controls over the
collection?

N417

Observed a physical inventory at all locations
where relatively large amounts are located?

N418

Property and Equipment
Do tests appear adequate with respect to:

Valuation of assets not previously capital
ized?

N419

Was a review made to determine that capital ex
penditures are classified in the proper fund
accounts?

N420

Liabilities
Were procedures performed to determine whether tax
deferred annuity plans are appropriately calcu
lated to conform with GAAP and IRS regulations?

N421

Were procedures performed to verify the complete
ness and reasonableness of transactions recorded
in mandatory sinking funds and other types of
debt-related reserve funds?

N422

Is there evidence that the release of funds from
these reserves was tested and appropriately re
corded in the financial statements?

N423

Was consideration given to any liabilities (in
cluding the effect of any timing differences)
resulting from the Federal excise tax on invest
ment income of private foundations and any Feder
al and State taxes on unrelated business income?

N424
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Engagement Code
QUES.

Do the tests of interfund borrowings appear ade
quate with respect to:
Legal restrictions, if any, on such borrowings? N425

Authorization?

N426

Classification?

N427

Collectibility of amounts due from other funds? N428

Appropriateness of interest accruals and pay
ments?

N429

Deferred Revenue
Do the working papers indicate that consideration
was given to whether the basis of deferring reve
nue is reasonable and consistent with the donors'
or grantors' restrictions?

N430

Was consideration given to matching requirements,
if any?

N431

Do the working papers indicate that consideration
was given to the appropriateness of the amounts
of restricted gifts, grants, bequests, donations,
or other income recognized as current revenue or
support?

N432

Commitments and Contingencies
Did the auditor consider evidence of the entity's
activities (such as lobbying) which might cause
the entity to lose its tax exempt status or be
subject to penalties or taxes?

N433

If the entity is a private foundation, as defined
by IRC section 509, did the auditor determine
whether the entity complied with IRS regulations
concerning required distribution of income and
prohibited activities?

N434

Has adequate consideration been given to loss
contingencies in accordance with SFAS No. 5?

N435

Fund Balance

Where appropriate, were authorizations of changes
in reserves and designated balances examined?
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Engagement Code

QUES.
Do the working papers indicate that there were
adequate inquiries, where appropriate, as to
proper classification, description and disclosure
of components of the fund balance?

N437

Do the working papers indicate that fund trans
fers were properly approved and recorded?

N438

If an endowment fund is maintained, do the working
papers indicate that fund income is distributed
to unrestricted and restricted funds in accordance
with donors' stipulations?

N439

Revenues, Expenses, Support, and Capital Additions

Do the working papers indicate that consideration
was given to the valuation and classification of
revenue derived from service fees, such as
subscription and membership income, and sales of
publications and other items?

N440

If the entity is reimbursed by a third party for
costs incurred in connection with providing ser
vices to others:
Were pertinent sections of significant thirdparty contracts reviewed to determine the
basis for reimbursement?

N441

Were cost reimbursement reports and the
underlying support reviewed?

N442

Were appropriate allocations made of indirect
costs among the entity's programs?

N443

Do the working papers indicate that the auditor
considered actual receipt of, propriety of,
valuation method used for, and any restrictions
placed on amounts received during the current
period from:
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Cash contributions?

N444

Donated services?

N445

Gifts of securities, materials, facilities,
and other nonmonetary items?

N446

Future interests and interest free loans?

N447

SAE-72

MFC
Ref.*

Engagement Code

QUES.
If expenses are classified by function, did the
auditor adequately test the classifications and
allocations?

N448

If joint costs of multipurpose activities are
incurred, were the requirements of SOP 87-2
appropriately considered?

N449

Were fundraising costs expensed in the proper
period and in the proper fund?

N450

If grants are awarded to other organizations, did
the auditor review:
The classification of the grants?

N451

The effects of the grantees' compliance or
noncompliance with performance requirements?

N452

With regard to pension plans, do the tests made
of the expense and liabilities appear adequate?

N453

Other

If the entity is affiliated with or otherwise
financially related to other entities, did the
auditor consider the need for combined financial
statements or disclosure of the relationship?
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SAE-73

N454

MFC
Ref.*

IV.

FUNCTIONAL AREAS
Engagement Code

Independence
QUES.

If any evidence was noted during the review that
may indicate a lack of independence (including a
lack of objectivity), was the matter identified
and appropriately resolved by the firm and its
impact appropriately considered?

A501

Have personnel been appropriately advised as to
the need to observe independence requirements
concerning the client and any other related non
client parent, investor, investee, subsidiary or
affi1iate?

A502

Was timely and appropriate assurance of indepen
dence obtained from other firms engaged to audit
segments or component units of the entity?

A503

For non-SEC clients, were the fees for the prior
year's services paid prior to issuance of the
report for the current engagement?

A504

For SEC clients, if the fees for the prior year's
services were not paid prior to the commencement
of the current engagement, were the SEC rules for
unpaid professional fees adhered to?

A505

Assigning Personnel to Engagements

Were scheduling and staffing requirements identi
fied on a timely basis and approved by appropriate
personnel?

A506

Does it appear that engagement personnel possess
ed an appropriate mix of experience and training
in relation to the complexity or other require
ments of the engagement and the extent of super
vision provided?

A507

Consultation

Was there appropriate consultation and documenta
tion:
In situations specified by firm policy?

A508

Where the complexity or unusual nature of the
issue warranted it?

A509

Were the firm's conclusions consistent with pro
fessional standards?
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SAE-74

A510

MFC
Ref.*

Engagement Code
QUES.

If the engagement records indicated a difference
of opinion between engagement personnel and a
specialist or other consultant, was the difference
resolved in accordance with firm policy and was
the basis of the resolution appropriately docu
mented?

A511

Supervision

Were appropriate and knowledgeable engagement
personnel involved in the planning process?

A512

Does it appear that audit planning was adequately
documented in the working papers, including any
changes in the original plan?

A513

Did the partner (or manager) approve the overall
audit plan (including the audit program) as the
final planning step and convey his approval or
modifications to the engagement staff?

A514

Does it appear that hours charged by the partner,
manager, and, where applicable, by the concurring
reviewer were adequate and appropriately timed to
provide for planning and supervision as the job
progressed?

A515

Were all forms, checklists, or questionnaires, if
any, required by firm policy for the following
areas adequately completed and modified, where
appropriate, for the engagement:
Planning checklist?

A516

Review of internal control structure:
Manual system?

A517

EDP system?

A518

Audit work programs?

A519

Financial statement disclosures?

A520

Working papers and financial statement re
views?

A521

If standardized forms, etc., were not used for any
of the above areas, is there adequate documenta
tion of these areas?

A522

1/90

SAE-75

MFC
Ref.*

Engagement Code
QUES.

Were the firm's guidelines for the form and con
tent of audit working papers complied with?

A523

Were differences of professional opinion between
engagement personnel resolved in accordance with
firm policy?

A524

If used, were scientific audit tools (e.g., com
puter auditing, statistical sampling, etc.) prop
erly evaluated by persons with training in these
areas? (SAS No. 48)

A525

If required by firm policy, was an appropriate
pre-issuance review made of the working papers,
report, and financial statements by a person
whose position in the firm is commensurate with
that responsibility, to determine that work per
formed was complete and conformed to professional
standards and firm policy and was that review
documented?

A526

Advancement

If required by firm policy, was the staff on this
engagement appropriately evaluated?

A527

Acceptance and Continuance of Clients
Does it appear that the firm's guidelines for
acceptance and continuance of clients were com
plied with?

A528

Professional Development
Did the personnel assigned to this engagement
appear to be appropriately familiar with the
applicable professional pronouncements (FASB,
GASB, AICPA, SEC, etc.)?
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SAE-76

A529

MFC
Ref.*

V. PROCEDURES UNIQUE TO AUDITS OF SEC ENGAGEMENTS
(as defined in Section 1 of the SECPS Manual)

Engagement Code

QUES.
If required by firm policy, was an SEC checklist
or other specialized checklist used?

A601

Were disclosures required by SEC Regulation S-X
appropriate?

A602

Is there indication that the firm obtained and
read the document to be filed prior to the release
of the signed opinion to be contained in the fil
ing?

A603

Was a concurring review by a partner other than
the audit partner in charge of the engagement con
ducted prior to the issuance of the report, in
conformity with the firm's requirements?

A604

If a concurring partner review was performed:

Was the review conducted by a partner with
sufficient technical expertise and experience?

A605

Were the nature, extent, and timing of the re
view procedures adequate in the circumstances?

A606

Did the engagement files contain evidence
that the firm's policies and procedures for
the concurring review were complied with?

A607

Was the concurring partner review effective?

A608

If a comfort letter to an underwriter was issued,
is it in accordance with professional standards?
(SAS No. 49)

A609

Have letters of comments or verbal comments re
ceived from the SEC or other regulatory agencies
been appropriately considered?

A610

Has there been rotation of the audit partner in
charge of the engagement in conformity with the
requirements of the SEC Practice Section?

A611
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SAE-77

MFC
Ref.*

Engagement Code

QUES.

If management advisory services were performed
during the year under audit, was the firm in com
pliance with the Section's requirements:
Proscribing the performance of certain manage
ment advisory services?

A612

Requiring an annual report to the audit com
mittee or board of directors of the client,
describing the types of such services rendered
and the amount of the related fees received?

A613

Was the nature of disagreements, if any, with the
management of the client on financial accounting
and reporting matters and auditing procedures
which, if not satisfactorily resolved, would have
caused the issuance of a qualified opinion re
ported to the audit committee or board of directors
of the client in conformity with the Section's
A614
requirements?
Were the following matters, if they came to the
attention of the auditor, communicated at least
annually to the audit committee or board of dir
ectors of the client and were such communications
documented in the working papers:

1/90

Material errors, irregularities, or possible
illegal acts?

A615

Material weaknesses in internal accounting
controls?

A616

Opinions obtained by management from other
independent accountants on the application of
generally accepted accounting principles that
would affect the entity's financial state
ments or on the type of opinion that may be
rendered on the entity's financial statements
and that are subject to the requirements of
SAS 50, and the conclusions reached by manage
ment and by the auditor with respect to the
matters covered by such opinions?

A617

Accounting and disclosure considerations
associated with material contingencies, to
gether with the nature and reasonableness of
the underlying assumptions and estimates of
management?

A618

SAE-78

MFC
Ref.*

Engagement Code

QUES.

1/90

Accounting and disclosure decisions with re
spect to transactions that are unusual in
nature and have a material effect on the
financial statements?

A619

Situations involving the adoption of or
change in an accounting principle where the
application of an alternative generally ac
cepted accounting principle would have had a
material effect on the financial statements?

A620

SAE-79

MFC
Ref.
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Exhibit C

AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS

DIVISION FOR CPA FIRMS

Peer Review Program

SUMMARY CHECKLIST FOR REVIEWS OF

REVIEWS OF FINANCIAL STATEMENTS

(See page iv of the "Instructions for
Use of Peer Review Program Guidelines")

SRS-1

Copyright © 1990 by the
American Institute of Certified Public Accountants, Inc
1211 Avenue of the Americas, New York, NY 10036-8775
SRS-2

I.

REPORT AND FINANCIAL STATEMENTS

Engagement Code

Accountants' Report

QUES.

Is the report dated in conformity with the
requirements of professional standards?

R101

Does the report adequately disclose all required
matters and does its language conform to that
required by professional standards?

R102

If the financial statements are presented in con
formity with a comprehensive basis of accounting
other than GAAP, is the basis disclosed in confor
mity with professional standards?

R103

If required by the circumstances, does the accoun
tants' report depart from the standard report and
include appropriate language describing the modi
fication?

R104

If supplementary information accompanies the basic
financial statements, does the accountant describe
in his report the degree of responsibility, if
any, he is taking?

R105

If the significance or frequency of the "no" answers warrant the preparation
of a matter for further consideration form, provide the cross-reference.

(SRS-3 through SRS-6 blank)
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SRS-7

MFC
Ref*

Engagement Code

QUES.
Does each page of financial statements that have
been reviewed include a reference to the accoun
tants' report?

R106

Financial Statements and Footnotes

General
Are the financial statements suitably titled?

R107

Is the presentation appropriate and disclosure
adequate regarding:

Significant accounting policies?

R108

Accounting changes?

R109

Comparative financial statements?

R110

Business combinations?

R111

Are all majority-owned subsidiaries consolidated
in the financial statements, unless consolidation
is specifically not required by professional stan
dards?

R112

Is summarized financial information disclosed for
majority-owned subidiaries that were not con
solidated in years prior to the application of
FASB No. 94?

R113

If the entity controls a group of related enti
ties, did the accountant consider the need for
combined financial statements?

R114

Are required disclosures made concerning related
party transactions?

R115

Are foreign currency transactions and translation
of financial statements denominated in a foreign
currency accounted for and disclosed?

R116

Are foreign operations and export sales adequately
disclosed?

R117

Are nonmonetary transactions accounted for and
disclosed?

R118
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SRS-8

MFC
Ref*

Engagement Code

With respect to contingencies and commitments:

QUES.

Are loss contingencies disclosed and/or
accrued?

R119

Are commitments and other contingencies
adequately disclosed?

R120

Are the financial statements, where appropriate,
adjusted for the effect of subsequent events and
do they include disclosure of significant sub
sequent events, whether or not adjustments were
made?

R121

If FASB No. 87 is being applied, is the following
information on defined benefit pension plans ade
quately disclosed:

A description of the plan?

R122

The amount of net periodic pension cost and
of required cost components?

R123

A reconciliation of the plan's funded status
with the amounts reported in the employer's
balance sheet?

R124

The discount rate and rate of compensation
increase used to measure the projected bene
fit obligation and the long-term rate of
return on plan assets?

R125

Other information concerning plan assets,
benefits, and amortization methods?

R126

Are all other pension plans adequately disclosed?

R127

Are postretirement health care and life insurance
benefits properly disclosed?

R128

If the entity is or has been a "development stage
enterprise," are adequate disclosures made?

R129

Do the financial statements, where required,
include appropriate presentations of:

1/90

Segment information?

R130

Major customers?

R131

Futures contracts?

R132

SRS-9

MFC
Ref*

Engagement Code

QUES.

Balance Sheet

Is the presentation appropriate and disclosure
adequate regarding:

Segregation of assets and liabilities into
current and noncurrent classifications?

R133

Valuation allowances?

R134

Restricted cash, including compensating
balances?

R135

Marketable equity securities?

R136

Other marketable securities?

R137

Receivables:

Unbilled receivables?

R138

Loans and related origination fees?

R139

Effect of interest rates which do not
reflect market rates?

R140

Receivables related to troubled debt
restructurings?

R141

Other receivables?

R142

Inventories?

R143

Investments?

R144

Property and equipment, including accounting
for depreciation, assets of discontinued
operations, investment credit, and capitalized
interest?

1/90

R145

Sales-type, direct financing, and operating
leases of lessors?

R146

Other assets, including intangible assets,
unamortized computer software costs, deferred
tax assets and deferred charges?

R147

SRS-10

MFC
Ref*

Engagement Code
QUES.

Pledged assets?

R148

Current liabilities?

R149

Short-term liabilities expected to be
refinanced?

R150

Notes payable and other debt:

1/90

Maturities and rates?

R151

Other important terms and covenants?

R152

Effect of interest rates which do not
reflect market rates?

R153

Effect of troubled debt restructurings?

R154

Effect of early extinguishment of debt?

R155

Maturities and sinking fund requirements
for the next five years?

R156

Capital and operating leases of lessees?

R157

Other liabilities and deferred credits,
including classification of deferred tax
liabilities, employees' compensation for
future absences, special termination benefits
to employees and deferred revenue?

R158

Capital stock (number of shares authorized,
issued and outstanding, par or stated value
per share, rights and preferences of various
classes)?

R159

Stock option and stock purchase plans?

R160

Stock subscriptions receivable?

R161

Retained earnings, including appropriations
thereof and restrictions on dividends?

R162

Changes in stockholders' equity?

R163

Redemption requirements on capital stock
for the next five years?

R164

SRS-11

MFC
Ref*

Engagement Code

QUES.

Income Statement
Are the important components of the income state
ment separately disclosed?

R165

Is the presentation appropriate and disclosure
adequate regarding:
Method of income recognition, where
appropriate, for example:
long-term
contracts and real estate transactions?

R166

Gains and losses, realized and unrealized,
from marketable equity securities?

R167

Income and income taxes on investments in
securities accounted for on the equity
method?

R168

Research and development costs?

R169

Computer software costs?

R170

Interest costs?

R171

Discount or premium on notes receivable or
payable?

R172

Depreciation?

R173

Pension costs?

R174

Compensatory stock issuance plan?

R175

Deferred compensation agreements?

R176

Sales transactions in which the buyer has a
right to return the product?

R177

Product financing arrangements?

R178

Income taxes, computed under the early application
of FASB No. 96, to include:
The types of temporary differences that
cause significant portions of a deferred
tax liability or asset?
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SRS-12

R179

MFC
Ref*

Significant components of income tax expense,
including the current tax expense or benefit,
deferred tax expense or benefit, investment
tax credits, government grants that reduce
income tax expense, the benefits of operating
loss carryforwards, and adjustments due to
changes in tax laws, rates, and tax status?

Engagement Code

QUES.

R180

Reconciliation of income tax expense or bene
fit attributable to continuing operations to
the amount of expense or benefit that would
result from applying the federal statutory
rates to pre-tax income or loss from con
tinuing operations?

R181

Amounts and expiration dates of operating
loss and tax credit carryforwards for finan
cial reporting and tax purposes?

R182

Other information concerning tax expense,
benefits and the effect of income taxes?

R183

Income taxes computed under APB No. 11, including
operating loss carryforwards, investment tax cred
its, and reasons tax expense differs from the
customary relationship between income and taxes?

R184

Discontinued operations?

R185

Extraordinary and unusual items?

R186

Statement of Changes in Financial Position

Is a statement of changes in financial position
presented for each period for which an income
statement is presented?

R187

Does it disclose all important aspects of
financing and investing activities?

R188

Are net changes in each element of working capital
disclosed?

R189

Statement of Cash Flows

Is a statement of cash flows presented for each
period for which results of operations are pro
vided?
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SRS-13

R190

MFC
Ref*

Engagement Code

QUES.
Does it report cash provided or used by investing,
financing, and operating activities?

R191

Does it report the net effect of cash flows on
cash and cash equivalents during the period in a
manner that reconciles beginning and ending cash
and cash equivalents and do the amounts of cash
and cash equivalents agree to the amounts on the
balance sheet?

R192

Does it provide a reconciliation between net
income and net cash flow from operating
activities?

R193

Are noncash investing and financing activities
disclosed?

R194

If the indirect method of reporting net cash flows
from operating activities was used were the amounts
of interest and income taxes paid disclosed?

R195

Other

If the industry in which the client is practicing
is covered by an accounting and audit guide, are
the suggested format, statements, and disclosures
consistent with the guide?

1/90

SRS-14

R196

MFC
Ref*

II.

GENERAL REVIEW PROCEDURES

Engagement Code
QUES.

Was an engagement letter issued or a written
memorandum of an oral understanding prepared to
provide a record of the understanding with the
client as to the services to be provided? (SSARS
No. 1, paragraph 8 requires the accountant to
establish an understanding with the entity, prefer
ably in writing)

R201

Was information obtained about the accounting
principles and practices of the industry in which
the entity operates and about the entity's busi
ness or, if information was obtained from prior
engagements, was it updated for changed cir
cumstances, and given appropriate consideration
(e.g., proposed work program, manpower require
ments, etc.)? (SSARS No. 1)

R202

If the subject engagement was originally intended
to be an audit, rather than a review of financial
statements, did the accountant consider:
(SSARS
No. 1, paragraph 45)
The reason given for the client's request,
particularly the implications of a restric
tion on the scope of the examination, whether
imposed by the client or by circumstances?

R203

The additional audit effort required to
complete the examination?

R204

The estimated additional cost to complete the
examination?

R205

Did the accountant's inquiries and analytical pro
cedures consist of the following (SSARS No. 1,
paragraph 27):

Inquiries concerning the entity's accounting
principles and practices and the methods
followed in applying them?

R206

Inquiries concerning the entity's procedures
for recording, classifying, and summarizing
transactions, and accumulating information
for disclosure in the financial
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statements?

SRS-15

R207

MFC
Ref*

Engagement Code

QUES.
Analytical procedures designed to identify
relationships and individual items that
appear to be unusual?

R208

Inquiries concerning actions taken at
meetings of stockholders, board of directors,
committees of the board of directors, or com
parable meetings that may affect the finan
cial statements?

R209

Reading the financial statements to consider,
on the basis of information coming to the
accountant's attention, whether the financial
statements appear to conform with generally
accepted accounting principles?

R210

Obtaining reports from other accountants, if
any, who have been engaged to audit or review
the financial statements of significant com
ponents of the reporting entity, its sub
sidiaries, and other investees?

R211

Inquiries of persons having responsibility
for financial and accounting matters con
cerning (1) whether the financial statements
have been prepared in conformity with
generally accepted accounting principles con
sistently applied, (2) changes in the enti
ty's business activities or accounting
principles and practices, (3) matters as to
which questions have arisen in the course of
applying the foregoing procedures, and (4)
events subsequent to the date of the finan
cial statements that would have a material
effect on the financial statements?

R212

If the accountant became aware that information
that came to his attention was incorrect,
incomplete, or otherwise unsatisfactory, did he
perform additional procedures as deemed necessary
to achieve limited assurance that there were no
material modifications that should be made to the
financial statements in order for the statements
to be in conformity with generally accepted
accounting principles? (SSARS No. 1, paragraph 29)

R213
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SRS-16

MFC
Ref*

Engagement Code

QUES.
Do the accountant's working papers adequately
reflect (SSARS No. 1, paragraph 30):

The matters covered in his inquiry and
analytical procedures?

R214

Unusual matters that he considered during
the performance of the review,including
their disposition?

R215

If the accountant decided to obtain a represen
tation letter from the owner, manager, or chief
executive officer (SSARS No. 1, paragraph 31),
does it appear to be appropriate in the circum
stances?

R216

If any circumstances were encountered by the
accountant that precluded him from performing
inquiries and analytical procedures as deemed
necessary (SSARS No. 1, paragraph 36):
Did the accountant consider whether these
circumstances would have resulted in an
incomplete review and therefore afford him an
inadequate basis for issuing a review report?

R217

Did the accountant consider whether these
same circumstances would also preclude him
from issuing a compilation report on the
entity's financial statements?

R218

Do such determinations by the accountant
appear to be proper?

R219

Have all questions, exceptions, or notes, posed
during the work been followed up and resolved?

R220

Does it appear that appropriate consideration was
given to all passed adjustments?

R221

If the accountant became aware that information
supplied by the entity was incorrect, incomplete
or otherwise unsatisfactory subsequent to the date
of his report, did he consider the guidance in
SSARS No. 1, paragraph 42, in determining an
appropriate course of action, and does the matter
appear to be properly resolved?

R222
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SRS-17

MFC
Ref*

1/90

SRS-18

III.

FUNCTIONAL AREAS
Engagement Code

Independence

QUES.

If any evidence was noted during the peer review
which may indicate a lack of independence
(including a lack of objectivity), was the matter
identified and appropriately resolved by the firm
and its impact appropriately considered?

R301

Have personnel been appropriately informed as to
the need to observe independence requirements with
regard to this client and any other related
nonclient parent, investor, investee, subsidiary
or affiliate?

R302

Was timely and appropriate assurance of indepen
dence of other firms engaged to perform segments
of the engagement obtained?

R303

Were the fees for the prior year's services paid
prior to issuance of the current year's report?

R304

Assigning Personnel to Engagements
Were scheduling and staffing requirements iden
tified on a timely basis and approved by
appropriate personnel?

R305

Does it appear that engagement personnel possessed
an appropriate mix of experience and training in
relation to the complexity or other requirements
of the engagement, and the extent of supervision
provided?

R306

Consultation

Was there appropriate consultation and documen
tation thereof:

In situations specified by firm policy?

R307

Where the complexity or unusual nature of
the issue warranted it?

R308

Were the firm's conclusions consistent with pro
fessional standards?
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SRS-19

R309

MFC
Ref*

Engagement Code

QUES.
If the engagement records indicated a difference
of opinion between engagement personnel and a spe
cialist or other consultant, was the difference
resolved in accordance with firm policy and was
the basis of the resolution appropriately documen
ted?

R310

Supervision

Does it appear that engagement planning was
appropriate in the circumstances?

R311

Did the partner (or manager) approve the overall
engagement plan (including the engagement program)
as the final planning step and convey his approval
or modifications to the engagement staff?

R312

Does it appear that hours charged by the partner
and manager were both adequate and appropriately
timed to provide for any planning and supervision
as the job progressed?

R313

Were forms, checklists, or questionnaires, if any,
required by firm policy for the following areas
adequately completed and modified, where
appropriate, for the engagement:
Planning checklist?

R314

Work programs?

R315

Financial statement disclosures?

R316

Working paper preparation and reading of
financial statements?

R317

If standardized forms, etc., were not used for any
of the above areas, is there adequate documen
tation of compliance with the firm's policies
applicable to a review?

R318

Were the firm's guidelines, if any, for the review
complied with?

R319

Were differences of professional opinion between
engagement personnel resolved in accordance with
firm policy?

R320
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SRS-20

MFC
Ref*

Engagement Code

QUES.
Was an appropriate review made of the working
papers, report and financial statements, by a per
son whose position in the firm is commensurate
with that responsibility, to determine that work
performed is complete and conforms to professional
standards and firm policy?

R321

Advancement
If required by firm policy, was the staff on this
engagement appropriately evaluated?

R322

Acceptance and Continuance of Clients
Does it appear that the firm's guidelines for
acceptance and continuance of clients were
complied with?

R323

Professional Development

Did the personnel assigned to this engagement
appear to be appropriately familiar with the
applicable professional pronouncements (FASB,
AICPA, etc.)?
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SRS-21

R324

MFC
Ref*
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AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS

DIVISION FOR CPA FIRMS
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COMPILATIONS OF FINANCIAL STATEMENTS

(See page iv of the "Instructions for Use
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SCS-1

Copyright © 1990 by the
American Institute of Certified Public Accountants, Inc
1211 Avenue of the Americas, New York, NY 10036-8775
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SCS-2

I. REPORT AND FINANCIAL STATEMENTS
Engagement Code
QUES.

MFC
Ref*

Accountants' Report
Is the report dated in conformity with the require
ments of professional standards?

C101

Does the report adequately disclose all required
matters and does its language conform to that
required by professional standards?

C102

If required by the circumstances, does the accoun
tants' report depart from the standard report and
include appropriate language describing the modi
fication?

C103

If the financial statements are presented in con
formity with a comprehensive basis of accounting
other than GAAP, is the basis disclosed in con
formity with professional standards?

C104

If supplementary information accompanies the basic
financial statements, does the accountant describe
in his report the degree of responsibility, if
any, he is taking?

C105

Does each page of financial statements that have
been compiled include a reference to the accoun
tants' report?

C106

Financial Statements and Footnotes
General
Are the financial statements suitably titled?

C107

Is the presentation appropriate and disclosure
adequate regarding:

Significant accounting policies?

C108

Accounting changes?

C109

Comparative financial statements?

C110

Business combinations?

cm

If the significance or frequency of the "no" answers warrant the preparation
of a matter for further consideration form, provide the cross reference.

(SCS-3 through SCS-6 blank)
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SCS-7

Engagement Code
QUES.

Are all majority-owned subsidiaries consolidated in
the financial statements, unless consolidation is
specifically not required by professional stan
dards?

C112

Is summarized financial information disclosed for
majority-owned subsidiaries that were not consoli
dated in years prior to the application of FASB
No. 94?

C113

If the entity controls a group of related entities,
did the accountant consider the need for combined
financial statements?

C114

Are required disclosures made concerning related
party transactions?

C115

Are foreign currency transactions and translation
of financial statements denominated in a foreign
currency accounted for and disclosed?

C116

Are foreign operations and export sales adequately
disclosed?

C117

Are nonmonetary transactions accounted for and
disclosed?

C118

With respect to contingencies and commitments:
Are loss contingencies disclosed and/or
accrued?

C119

Are commitments and other contingencies
adequately disclosed?

C120

Are the financial statements, where appropriate,
adjusted for the effect of subsequent events and
do they include disclosure of significant subse
quent events, whether or not adjustments were made?

C121

If FASB No. 87 is being applied, is the following
information on defined benefit pension plans ade
quately disclosed:

1/90

A description of the plan?

C122

The amount of net periodic pension cost and
of required cost components?

C123

SCS-8

MFC
Ref*

Engagement Code

QUES.

A reconciliation of the plan's funded status
with the amounts reported in the employer's
balance sheet?

C124

The discount rate and rate of compensation in
crease used to measure the projected benefit
obligation and the long-term rate of return on
plan assets?

C125

Other information concerning plan assets,
benefits, and amortization methods?

C126

Are all other pension plans adequately disclosed?

C127

Are postretirement health care and life insurance
benefits properly disclosed?

C128

If the entity is or has been a "development stage
enterprise," are adequate disclosures made?

C129

Do the financial statements, where required, in
clude appropriate presentations of:

Segment information?

C130

Major customers?

C131

Futures contracts?

C132

Balance Sheet
Is the presentation appropriate and disclosure
adequate regarding:

Segregation of assets and liabilities into
current and noncurrent classifications?

C133

Valuation allowances?

C134

Restricted cash, including compensating
balances?

C135

Marketable equity securities?

C136

Other marketable securities?

C137

Receivables:
C138

Unbilled receivables?

1/90

SCS-9

MFC
Ref*

Engagement Code

QUES.
Loans and related origination fees?

C139

Effect of interest rates which do
not reflect market rates?

C140

Receivables related to troubled debt
restructurings?

C141

All other receivables?

C142

Inventories?

C143

Investments?

C144

Property and equipment, including accounting
for depreciation, assets of discontinued
operations, investment credit, and capitalized
interest?

C145

Sales-type, direct financing, and operating
leases of lessors?

C146

Other assets, including intangible assets,
unamortized computer software costs, deferred
tax assets and deferred charges?

C147

Pledged assets?

C148

Current liabilities?

C149

Short-term liabilities expected to be
refinanced?

C150

Notes payable and other debt:

1/90

Maturities and rates?

C151

Other terms and covenants?

C152

Effect of interest rates which do
not reflect market rates?

C153

Effect of troubled debt restructurings?

C154

Effect of early extinguishment of debt?

C155

SCS-10

MFC
Ref*

Engagement Code

QUES.

Maturities and sinking fund require
ments for the next five years?

C156

Capital and operating leases of lessees?

C157

Other liabilities and deferred credits,
including classification of deferred tax
liabilities, employees’ compensation for
future absences, special termination
benefits to employees and deferred revenue?

C158

Capital stock (number of shares authorized,
issued, and outstanding, par or stated value
per share, rights and preferences of various
classes)?

C159

Stock option and stock purchase plans?

C160

Stock subscriptions receivable?

C161

Retained earnings, including appropriations
thereof and restrictions on dividends?

C162

Changes in stockholders' equity?

C163

Redemption requirements on capital stock for
the next five years?

C164

Income Statement

Are the important components of the income state
ment separately disclosed?

C165

Is the presentation appropriate and disclosure
adequate regarding:

1/90

Method of income recognition, where appro
priate, for example: long-term contracts
and real estate transactions?

C166

Gains and losses, realized and unrealized
from marketable equity securities?

C167

Income and income taxes on investments in
securities accounted for on the equity method?

C168

Research and development costs?

C169

Computer software costs?

C170

SCS-11

MFC
Ref*

Engagement Code

QUES.
Interest costs?

C171

Discount or premium on notes receivable or
payable?

C172

Depreciation?

C173

Pension costs?

C174

Compensatory stock issuance plan?

C175

Deferred compensation agreements?

C176

Sales transactions in which the buyer has the
right to return the product?

C177

Product financing arrangements?

C178

Income taxes, computed under the early appli
cation of FASB No. 96, to include:

1/90

The types of temporary differences that
cause significant portions of a deferred
tax liability or asset?

C179

Significant components of income tax
expense, including the current tax ex
pense or benefit, deferred tax expense
or benefit, investment tax credits,
government grants that reduce income tax
expense, the benefits of operating loss
carryforwards, and adjustments due to
changes in tax laws, rates, and tax
status?

C180

Reconciliation of income tax expense or
benefit attributable to continuing
operations to the amount of expense or
benefit that would result from applying
the federal statutory rates to pre-tax
income or loss from continuing opera
tions?

C181

Amounts and expiration dates of operat
ing loss and tax credit carryforwards
for financial reporting and tax purposes?

C182

Other information concerning tax ex
penses, benefits and the effect of
income taxes?

C183

SCS-12

MFC
Ref*

Engagement Code

QUES.
Income taxes computed under APB No. 11, in
cluding operating loss carryforwards, invest
ment tax credits, and reasons tax expense
differs from the customary relationship
between income and taxes?

C184

Discontinued operations?

C185

Extraordinary and unusual items?

C186

Statement of Changes in Financial Position
Is a statement of changes in financial position
presented for each period for which an income
statement is presented?

C187

Does it disclose all important aspects of
financing and investing activities?

C188

Are net changes in each element of working capital
disclosed?

C189

Statement of Cash Flows
Is a statement of cash flows presented for each
period for which results of operations are pro
vided?

C190

Does it report cash provided or used by investing,
financing, and operating activities?

C191

Does it report the net effect of cash flows on cash
and cash equivalents during the period in a manner
that reconciles beginning and ending cash and cash
equivalents and do the amounts of cash and cash
equivalents agree with the amounts on the balance
sheet?

C192

Does it provide a reconciliation between net income
and net cash flow from operating activities?

C193

Are noncash investing and financing activities
disclosed?

C194

If the indirect method of reporting net cash flows
from operating activities was used were
the amounts of interest and income taxes paid
disclosed?

C195

1/90

SCS-13

MFC
Ref*

Engagement Code
QUES.

Other

If the industry in which the client is practicing
is covered by an accounting and audit guide, are
the suggested format, statements, and disclosures
consistent with the guide?

1/90

SCS-14

C196

MFC
Ref*

II. GENERAL PROCEDURES
Engagement Code
QUES.

Was an engagement letter issued or a written memo
randum of an oral understanding prepared to provide
a record of the understanding with the client as to
the services to be provided? (SSARS No. 1, para
graph 8 requires the accountant to establish an
understanding with the entity, preferably in
writing)

C201

Was information obtained about the accounting prin
ciples and practices of the industry in which the
entity operates and about the entity's business
transactions, the form of its accounting records,
the stated qualifications of its accounting per
sonnel, the accounting basis on which the finan
cial statements are to be presented, and the form
and content of the financial statements or, if in
formation was obtained from prior engagements, was
it updated for changed circumstances, and given
appropriate consideration (e.g., proposed work
program, manpower requirements, etc.)? (SSARS
No. 1, paragraph 10, 11 and 12)

C202

If the subject engagement was originally intended
to be an audit, rather than a compilation of finan
cial statements, did the accountant consider:
(SSARS No. 1, paragraph 45)
The reason given for the client's request,
particularly the implications of a restric
tion on the scope of the examination, whether
imposed by the client or by circumstances?

C203

The additional audit effort required to com
plete the examination?

C204

The estimated additional cost to complete
the examination?

C205

Did the accountant consider whether it was ne
cessary to perform other accounting services, such
as assistance in adjusting the books of account or
consultation on accounting matters, in compiling
the financial statements? (SSARS No. 1, para
graph 11)

1/90

SCS-15

C206

MFC
Ref*

Engagement Code

QUES.
Is there an indication in accordance with firm
policy that the accountant read the compiled finan
cial statements and considered whether such finan
cial statements appeared to be appropriate in form
and free from obvious material errors? (SSARS No.
1, paragraph 13)

C207

If the accountant became aware that information
supplied by the entity was incorrect, incomplete,
or otherwise unsatisfactory for the purpose of
compiling financial statements, did the accountant
obtain additional or revised information? (SSARS
No. 1, paragraph 12)

C208

Have all questions, exceptions or notes, posed
during the work been followed up and resolved?

C209

If the accountant had become aware that infor
mation supplied by the entity was incorrect,
incomplete or otherwise unsatisfactory subsequent
to the date of his report, did he consider the
guidance in SSARS No. 1, paragraph 42 in deter
mining an appropriate course of action, and does
the matter appear to be properly resolved?

C210

1/90

SCS-16

MFC
Ref

III.

FUNCTIONAL AREAS

Engagement Code
QUES.

Independence

If any evidence was noted during the peer review
which may indicate a lack of independence
(including a lack of objectivity), was the matter
identified and appropriately resolved by the firm
and its impact appropriately considered?

C301

Have personnel been appropriately advised about
the need to observe independence requirements con
cerning the client and any other related non
client parent, investor, investee, subsidiary or
affiliate?

C302

Were the fees for the prior year's services paid
prior to issuance of the current year's report?

C303

Assigning Personnel to Engagements
Were scheduling and staffing requirements iden
tified on a timely basis and approved by the
appropriate personnel?

C304

Does it appear that engagement personnel possessed
an appropriate mix of experience and training in
relation to the complexity or other requirements
of the engagement, and the extent of supervision
provided?

C305

Consultation
Was there appropriate consultation and documen
tation thereof:

In situations specified by firm policy?

C306

Where the complexity or unusual
nature of the issue warranted it?

C307

Were the firm's conclusions consistent with
professional standards?

C308

1/90

SCS-17

MFC
Ref*

Engagement Code

QUES.
If the engagement records indicated a difference
of opinion between engagement personnel and a
specialist or other consultant, was the difference
resolved in accordance with firm policy and
was the basis of the resolution appropriately
documented?

C309

Supervision

Does it appear that engagement planning was
appropriate in the circumstances?

C310

Were forms, checklists, or questionnaires, if any,
required by firm policy for the following areas
adequately completed and modified, where
appropriate, for the engagement:

Planning checklist?

C311

Work programs?

C312

Financial statement disclosures?

C313

Working paper preparation and reading
of financial statements?

C314

If standardized forms, etc., were not used for
any of the above areas, is there adequate
documentation of compliance with the firm's
policies to compilation engagements?

C315

Were the firm's guidelines, if any, for the form
and content of working papers for a compilation
complied with?

C316

Were differences of professional opinion between
engagement personnel resolved in accordance with
firm policy?

C317

Advancement
If required by firm policy, was the staff on this
engagement appropriately evaluated?
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SCS-18

C318

MFC
Ref*

Engagement Code
QUES.

Acceptance and Continuance of Clients

Does it appear that the firm's guidelines for
acceptance and continuance of clients were com
plied with?

C319

Professional Development

Did the personnel assigned to this engagement
appear to be appropriately familiar with the
applicable professional pronouncements
(FASB, AICPA, etc.)?
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SCS-19

C320

MFC
Ref

SMFC-1

M atter*

Type o f

B rief D escription o f M atter
Reference**
Yes/No

Briefly explain reasons

D oes this m atter, individually o r collectively,
result in a “ no ” answ er in Section 4?

*The reviewer should classify each m atter discussed on an M FC form as a deficiency relating to either a) design, b) perform ance,
c) com pliance — m em bership, d) com pliance — other, or e) docum entation.
**T h e review er should indicate the program o r engagem ent checklist step that led to the M FC.

M FC
N u m b er

(Name o f Reviewed Firm)

Summary of Matter for Further Consideration Forms

EXHIBIT E

I6I6QC

If yes, indicate
Section 4 Reference

EXHIBITS P-1 THROUGH F-10

INTRODUCTION TO EXHIBITS F-1 THROUGH F-10
Exhibits F-1 through F-9 to these Guidelines present matrices
showing the relationship between the questions in Section
4 and the questions and procedures suggested in Sections
1 through 3 of these Guidelines and in the engagement
checklists.
Similarly, Exhibit F-10 presents the relationship
between
the
Sections'
membership
requirements
and
the
procedures suggested in Section 2 and in the audit engagement
checklist.
Reviewers are not obligated to use these exhibits
in responding to the questions in Section 4, but may find
them
useful
when
they
are
unclear
about
the
intended
relationships.

F-i
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F-1

T he f ir m
a d e q u a te ly m o n ito r s c o m p lia n c e
w it h th e p o lic ie s a n d p ro c e d u re s r e la t in g
t o in d e p e n d e n c e o n a t im e ly b a s is .
T he f ir m
c o m p lie d w it h i t s in d e p e n d e n c e
p o lic ie s a n d p ro c e d u re s d u r in g th e p e r io d
a n d d o c u m e n te d i t s c o m p lia n c e t o th e e x te n t
r e q u ir e d b y f ir m p o lic y .

d.

e.

a c tin g a s p r in c ip a l a u d it o r , th e f ir m
r e q u ir e s c o n fir m a tio n o f th e in d e p e n d e n c e
o f a n o th e r f ir m e n g a g e d t o p e rfo rm s e g m e n ts

c.

of

an e n g a g e m e n t.

When

and

7

A . 3 ,4 ,5

A .6

A .2

to

a ll

p ro c e d u re s r e la t in g
a re
c o m m u n ic a te d
to
p r o fe s s io n a l p e r s o n n e l.

in d e p e n d e n c e

and

T he

b.

p o lic ie s

A .1

7

5

2 (C ),

4

A .2 (a ),

4

and

A .2 ( c ) a n d

A .6

and

and

A .2 (b ),
2 (c ), 3

2 (a )

A .1

A .3

A .1

-

-

and

2

A505

A501,
A504,

A 501

A503

A502

_____ Reference to Preceding Sections
Engagement
Section 1
Section 2
Section 3 " Questions

p e rs o n n e l a re r e q u ir e d t o
to a p p lic a b le in d e p e n d e n c e r u le s ,
r e g u la t io n s , in t e r p r e t a t io n s , a n d r u lin g s .

a d h e re

Conclusions

A l l p r o fe s s io n a l

4

INDEPENDENCE

a.

Section

EXHIBIT F-1 :

F-2

e.

d.

c.

on
a

a n d p ro c e d u re s

a s s ig n m e n ts

i t s p o lic ie s

w o rk

f ir m p o lic y .

a s s ig n in g p e rs o n n e l t o e n g a g e m e n ts
d u r in g th e p e r io d a n d a d e q u a te ly d o c u m e n te d
i t s c o m p lia n c e t o th e e x te n t r e q u ir e d b y

fo r

C o m p lie d w it h

N o t if ie s s t a f f o f
t im e ly b a s is .

u tiliz a tio n .

e n g a g e m e n t m anpow er r e q u ir e m e n ts , p e rs o n n e l
s k ills ,
in d iv id u a l
d e v e lo p m e n t,
and

p r o fe s s io n a l p e r s o n n e l.
C o n s id e rs a p p r o p r ia te f a c t o r s in a s s ig n in g
p a r tn e r s a n d s t a f f a c h ie v in g a b a la n c e o f

a n d p ro c e d u re s
e n g a g e m e n ts t o

i t s p o lic ie s
f o r a s s ig n in g p e rs o n n e l t o

b.

C o m m u n ic a te s

I d e n t if ie s on a t im e ly b a s is th e s t a f f in g
r e q u ir e m e n ts o f s p e c if ic e n g a g e m e n ts .

B .4

B .1

3

B .3

2

B . l( d )

and

B .1 (a ),
1 (b ), 2

B .1

B . 1 (C )

and

B .2

-

-

Reference to Preceding Sections
Section 1
Section 2
Section 3

ASSIGNING PERSONNEL TO ENGAGEMENTS

a.

Section 4 Conclusions

EXHIBIT F-2:

A506

A507

A506

Engagement
Questions
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F-3

h.

g.

f.

e.

d.

c.

b.

a.

4

Conclusions

ia sf

a p p lic a b le , a p p r o p r ia te
s p e c ia lis t s t o s e rv e a s

if

fo r

C o m p lie d

w it h i t s p o lic ie s a n d p ro c e d u re s
c o n s u lta tio n d u r in g th e p e r io d and
a d e q u a te ly d o c u m e n te d i t s c o m p lia n c e t o th e
e x te n t r e q u ir e d b y f ir m p o lic y .

A d e q u a te ly c o m m u n ic a te s i t s p o lic ie s a n d
p ro c e d u re s r e la t in g t o c o n s u lt a t io n t o a l l
p r o fe s s io n a l p e r s o n n e l.

s o u rc e s .

R e q u ire s
and
d o c u m e n ta tio n

m a in ta in s
a p p r o p r ia te
of
th e
r e s u lt s
of
c o n s u lt a t io n s , in c lu d in g ,
a p p lic a b le ,
c o n s id e r a tio n s in v o lv e d in th e r e s o lu t io n
o f d iffe r e n c e s o f o p in io n .
M a in ta in s o r p r o v id e s a c c e s s t o a n a d e q u a te
r e fe r e n c e lib r a r y o r o th e r a u t h o r it a t iv e

in d iv id u a ls
a u t h o r it a t iv e s o u rc e s .
S p e c ifie s th e a u t h o r it y t o b e a c c o rd e d
s p e c ia lis t s in c o n s u lt a t iv e s it u a t io n s .
P ro v id e s a d e q u a te p ro c e d u re s f o r r e s o lv in g
d if f e r e n c e s o f o p in io n b e tw e e n e n g a g e m e n t
p e rs o n n e l a n d s p e c ia lis t s .

D e s ig n a te s ,

A p p r o p r ia te ly
id e n t if ie s
a re a s
and
s p e c ia liz e d s it u a t io n s w h e re c o n s u lt a t io n
is r e q u ir e d .

Section

EXHIBIT F-3:

C .7 a n d

C .5

C .3

C .2

C .1 and

8

6

C .3

C .7

C .6

C .3 a n d

A ll

C .4

C .1

C .3

C .2

C .4

5

4

C .1

C .1

C .2 a n d

-

Reference to Preceding Sections
Section 1
Section 3
Section 3

CONSULTATION

A509

A 5 0 8 -A 5 1 1

A511

A508, A509,

A511

A508,

Engagement
Questions
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F-4

c h e c k lis t s ,

s u p e r v is io n
at
a ll
o r g a n iz a tio n a l le v e ls .
P ro c e d u re s f o r r e s o lv in g d iffe r e n c e s
o f p r o f e s s io n a l ju d g m e n t am ong th e

C o n fo rm e d
w it h
p r o fe s s io n a l
s ta n d a rd s
d u r in g th e p e r io d in th e p e rfo rm a n c e o f th e
a c c o u n tin g
and
a u d it in g
e n g a g e m e n ts
s e le c te d f o r r e v ie w .

f.

i t s p o lic ie s

s u p e r v is io n d u r in g th e p e r io d and
a d e q u a te ly d o c u m e n te d i t s c o m p lia n c e t o th e
e x te n t r e q u ir e d b y f ir m p o lic y .

fo r

a n d p ro c e d u re s

C o m p lie d w it h

e.

p r o fe s s io n a l p e r s o n n e l.

A d e q u a te ly
p ro c e d u re s

c o m m u n ic a te s i t s p o lic ie s a n d
r e la t in g t o s u p e r v is io n t o a l l

d o c u m e n ta tio n t h e r e o f .

H as e s ta b lis h e d a p p r o p r ia te p ro c e d u re s f o r
r e v ie w in g
e n g a g e m e n ts
and
fo r
th e

e n g a g e m e n t te a m .

A d e q u a te

d.

c.

fo rm s ,

fo rm a n d c o n te n t

q u e s tio n n a ir e s , a n d o th e r g u id a n c e
m a te r ia ls t o th e e x te n t a p p r o p r ia te .

S ta n d a rd iz e d

o f w o r k in g p a p e rs .

q u a lit y , in c lu d in g :
( i ) G u id e lin e s f o r th e

Has e s ta b lis h e d a p p r o p r ia te p ro c e d u re s f o r
m a in ta in in g
th e
f ir m 's
s ta n d a rd s
of

b.

Conclusions

Has e s ta b lis h e d a p p r o p r ia te p ro c e d u re s f o r
p la n n in g e n g a g e m e n ts .

4

a.

Section

EXHIBIT F-4 :

-

a n d 11

D .7 , 8 ,

D .6

a n d 11

D .7 , 8 ,

D. 5

D .3 a n d

D .1 and

9

4

2

and

2

-

-

D .1 0

D .6 ,

D .7

8

D .6 a n d

and

9

D .3 ,4 a n d

D .3 (f)

D .1 and

5

9

4

D .5

D .5

-

-

D .3 a n d

-

-

D .1 and

4

2

_____ Reference to Preceding Sections
Section 1
Section 2
Section 3

SUPERVISION

A526

A 5 1 2 -A 5 2 6

Engagement
Questions
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F-3

e s ta b lis h e s

In fo r m s

f.
p e rs o n n e l

of
th e

f ir m 's

of

t im e ly b a s is .

e ffe c tiv e n e s s

a n d p ro c e d u re s on a

new

th e

p ro g ra m .

C o m p lie d

w it h i t s p o lic ie s and p ro c e d u re s
r e la t in g t o h ir in g d u r in g th e p e r io d a n d
a d e q u a te ly d o c u m e n te d i t s c o m p lia n c e t o th e
e x te n t r e q u ir e d b y f ir m p o lic y .

p o lic ie s

i t s r e c r u it in g

m o n ito r s

A d e q u a te ly c o m m u n ic a te s i t s p o lic ie s and
p ro c e d u re s r e la t in g t o h ir in g t o th o s e
p e rs o n s in v o lv e d in th e h ir in g p r o c e s s .

r e q u ir e m e n ts a n d s ta n d a r d s .

A p p r o p r ia te ly in v e s t ig a t e s a n d e v a lu a te s
th e q u a lif ic a t io n s o f p r o s p e c tiv e e m p lo y e e s
t o a s s u re t h a t th e y m e e t th e f ir m 's

h ir e e s .

and

A d e q u a te ly

g.

Conclusions

f o r th e f ir m 's p e rs o n n e l
a p p r o p r ia te h ir in g
o b je c t iv e s , b a s e d o n c u r r e n t c lie n t e le ,
a n t ic ip a t e d g ro w th , p e r s o n n e l tu r n o v e r ,
e tc .
I d e n t if ie s
r e le v a n t
a t t r ib u t e s ,
a c h ie v e m e n ts a n d e x p e rie n c e t o b e s o u g h t in

needs

4

A d e q u a te ly p la n s

e.

d.

c.

b.

a.

Section

EXHIBIT F-5:

E .5

E .3

E .2

2

3

E .4

and

and

and

6

4

5

E . l( b ) , 4 ( c )

E .l( f)

E . l( e )

E . l( d )

and

E . l( b ) , 1 ( c )

E . 1 ( a ) and

-

E .3 a n d

E .4

E .5

-

5

Reference to Preceding Sections
Section 1
Section 2
Section 3

HIRING

Engagement
Questions

7/89

F-6

F .2

w it h
a p p r o p r ia te
to
th e
e x te n t
p ro g ra m s t o
th e f ir m 's
needs
f o r p e rs o n n e l w it h e x p e r tis e in
s p e c ia liz e d a re a s a n d in d u s t r ie s .
P r o v id e s a d e q u a te o n - th e - jo b t r a in in g .
A d e q u a te ly c o m m u n ic a te s i t s p o lic ie s a n d
p ro c e d u re s
r e la t in g
to
p r o fe s s io n a l
d e v e lo p m e n t t o a l l p r o fe s s io n a l p e r s o n n e l.
C o m p lie d w it h i t s p o lic ie s a n d p ro c e d u re s
d u r in g th e p e r io d r e la t in g t o p r o fe s s io n a l
d e v e lo p m e n t and a d e q u a te ly d o c u m e n ts i t s
c o m p lia n c e t o th e e x te n t r e q u ir e d b y f ir m
p o lic y .

d.

g.

f.

e.

P r o v id e s

p ro g ra m s ,
n e c e s s a ry ,

in c lu d in g ,

p e rs o n n e l

fill

F .2 a n d

P r o v id e s
p e rs o n n e l
w it h
a p p r o p r ia te
p r o fe s s io n a l lit e r a t u r e r e la t in g t o c u r r e n t
d e v e lo p m e n ts on a t im e ly b a s is .

th o s e r e c o r d s .

F .2

c.

b.

F .2

Has
e s ta b lis h e d a p p r o p r ia te c o n tin u in g
p r o fe s s io n a l e d u c a tio n r e q u ir e m e n ts f o r
p e r s o n n e l a t e a c h le v e l w it h in th e f ir m .
A d e q u a te ly m o n ito r s th e d e v e lo p m e n t o f
c o n tin u in g p r o fe s s io n a l e d u c a tio n p ro g ra m s ,
m a in ta in s a p p r o p r ia te r e c o r d s a n d m o n ito r s
5

3

F .2 a n d

F . l( c )

F .1 (c )

F .4

and

F .l( b ) ,

F . l( a )

3

and

and

2

5

3

-

-

F .2 a n d

F .1

3

_____ Reference to Preceding Sections
Section 1
Section 2
Section 3

PROFESSIONAL DEVELOPMENT

a.

Section 4 Conclusions

EXHIBIT F-6:

A529

Questions

Engagement:
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F-7

h.

f ir m 's

th e

r e q u ir e d b y f ir m p o lic y .

p ro c e d u re s d u r in g th e p e r io d a n d a d e q u a te ly
d o c u m e n te d i t s
c o m p lia n c e t o th e e x te n t

p e r io d ic b a s is
t o a s c e r ta in w h e th e r in d iv id u a ls m e e tin g
s ta te d c r i t e r i a a re a s s ig n e d in c r e a s e d
d e g re e s o f r e s p o n s ib ilit y .
C o m p lie d w it h i t s a d v a n c e m e n t p o lic ie s a n d

a d v a n c e m e n t e x p e r ie n c e on a

m o n ito r s

g.

A p p r o p r ia te ly

A p p r o p r ia te ly e v a lu a te s th e d a ta o b ta in e d
r e g a r d in g p e rfo rm a n c e a n d g iv e s p r o p e r
r e c o g n it io n in a d v a n c e m e n t d e c is io n s t o th e
q u a lit y o f w o rk p e rfo rm e d .

f.

p r o fe s s io n a l

fo r

and

P ro v id e s f o r a p p r o p r ia te d o c u m e n ta tio n o f
e v a lu a tio n s o f p e rfo rm a n c e .

to

c r ite r ia

p e rfo rm a n c e

e.

c o m m u n ic a te s

in d iv id u a l
p r o f ic ie n c y

A p p r o p r ia te ly e v a lu a te s th e p e rfo rm a n c e o f
p a r tn e r s a n d o th e r p e r s o n n e l o n a p e r io d ic
b a s is , in c lu d in g an a s s e s s m e n t o f t h e ir
p ro g re s s w it h in th e f ir m .

p e r s o n n e l.

e x p e c te d

e v a lu a tin g

A d e q u a te ly

e x p e c te d p r o f ic ie n c y .

e s ta b lis h e d a p p r o p r ia te q u a lif ic a t io n s
f o r th e v a r io u s le v e ls o f r e s p o n s ib ilit y
w it h in th e f ir m .
Has
id e n t if ie d r e le v a n t c r i t e r i a f o r
e v a lu a tin g in d iv id u a l
p e rfo rm a n c e a n d

Has

d.

c.

b.

a.

Section 4 Conclusions

EXHIBIT F-7 :

G .3

G .3

G .2

G .1 and
2

4

and

3

and

2

G .3

G . l( b )

G . 1 (a ) a n d

G . l( b )

and

(a )

G . l( a ) ,

G .5

G. 1

G . 1 (a ) a n d

3

3

2

and

-

-

-

5

G .3 ,

G .3

-

G .1 and

4

2

Reference to Preceding Sections
Section
1 Section 2
Section 3

ADVANCEMENT

A527

A527

Engagement
Questions
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f.

e.

d.

p o lic ie s a n d
w h e th e r th e
r e la t io n s h ip w it h e x is t in g c lie n t s s h o u ld
and

its

A d e q u a te ly m o n ito r s i t s c o m p lia n c e w it h
p o lic ie s a n d p ro c e d u re s r e la t in g
a c c e p ta n c e a n d c o n tin u a n c e o f c lie n t s .

p o lic y .

C o m p lie d w ith i t s p o lic ie s and p ro c e d u re s
r e la t in g to a c c e p ta n c e a n d c o n tin u a n c e o f
c lie n t s and a d e q u a te ly d o c u m e n te d i t s
c o m p lia n c e t o th e e x te n t r e q u ir e d b y f ir m

to

to

p ro c e d u re s

c lie n t s

and

i t s p o lic ie s

a p p r o p r ia te
e v a lu a tin g

c o n tin u in g
a p p r o p r ia te p e r s o n n e l.

f o r a c c e p tin g

C o m m u n ic a te s

fo r

e s ta b lis h e d

b e c o n tin u e d .

H as

p ro c e d u re s

p re d e c e s s o r
a c c o rd a n c e w ith

w it h

c.

in

R e q u ire s

c o m m u n ic a tio n

a u d it o r s , i f a n y ,
a u d it in g s ta n d a rd s .

b.

fo r

e s ta b lis h e d

Has

p ro c e d u re s

a.

H .6

H .4 a n d

H .1

H .1 and

5

3

H .5 ,6

H . l( b )

H .4 a n d

H .2 ( a )

H .3

and

8

and

H . 1 (a ) a n d

7

3

3

H .1

-

-

______ Rererence to Preced ing sections
Section
1 Section 2
[Section 3

ACCEPTANCE AND CONTINUANCE OF CLIENTS

a p p r o p r ia te p o lic ie s and
e v a lu a tin g a n d o b ta in in g
in fo r m a tio n a b o u t p r o s p e c tiv e c lie n t s .

Section 4 Conclusions

EXHIBIT F-8 :

A528

A206, A207,

Engagement
Questions
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F-9

f.

f in d in g s .
T he f ir m a d e q u a te ly m o n ito r s th e c o r r e c t iv e
a c tio n s ta k e n .

A p p r o p r ia te c o r r e c t iv e a c tio n s a r e ta k e n o r
p la n n e d
w it h
re s p e c t
to
in s p e c tio n

w it h

e.

d is c u s s e d

In s p e c tio n f in d in g s a re
a p p r o p r ia te p e r s o n n e l.

C o v e rin g th e y e a r u n d e r r e v ie w .
C o v e rin g th e tw o p r e c e d in g y e a r s .

in s p e c tio n

d.

( ii)

( i)

a n d d o c u m e n te d —

p e rfo rm e d

A

c.
w as

f ir m
has
e s ta b lis h e d
a p p r o p r ia te
q u a lif ic a t io n s f o r p e rs o n n e l t o p a r t ic ip a t e
in in s p e c tio n a c t iv it ie s .

c o m p re h e n s iv e

The

b.

’

f ir m
has
e s ta b lis h e d
a p p r o p r ia te
in s p e c tio n p ro c e d u re s t o p r o v id e re a s o n a b le
a s s u ra n c e t h a t th e f ir m s q u a lit y c o n t r o l
p o lic ie s a n d p ro c e d u re s in o th e r a re a s a re
o p e r a tin g e f f e c t iv e ly .

Conclusions

T he

4

a.

Section

EXHIBIT F-9 :

and

I .5
I .5

)

2 (a ),

2

2 (e )

I .1 ( d )

I 2.1( e( )d )

I .1 ( d )
2 (e )

and

and

and

.2 ( b ) a n d
2 (c )

I

I .1

I .4

3

Ia.n1d( a()d,

and

I .2

I .2

I .1
I .1

-

and

2

_____ Reference to Preceding Sections
Section 1
Section 2
[Section 3

INSPECTION

Engagement
Questions

THIS PAGE HAS BEEN INTENTIONALLY LEFT BLANK

F-10

EXHIBIT F-10 MEMBERSHIP

Description of Requirement

Majority of all members of the
firm are CPAs; firm can legally
engage in the practice of public
accounting;
and
all members
eligible
for
membership
are
members of the AICPA.

Membership
Requirement
SECPS PCPS

Audit
Engagement
Suggested Step
Questions
Section 1 Section 2 Section 3

a

a

-

J.1,2,3,
and 4

-

b

b

-

All ques
tions

-

c

c

-

F.3

-

-

d

d

-

F.3

-

-

Periodically rotate the engagement
partner on SEC engagements.

e

-

J.l(a)

J.11

-

Establish a concurring partner
review
requirement
for each
SEC audit client.

f

J.l(b)

J.7

File an annual report.

g

g

-

J.5

-

-

Refrain from performing certain
prescribed management advisory
services for SEC engagements.

i

-

J.1(c)

J.10

-

A611

Communicate at least annually
with the audit committee or
board of directors of each SEC
audit client regarding the matters
identified.

P

-

J.1(d)

J.12

-

A612-A619

Pay dues.

1

f

-

J.6

-

-

Report litigation to the Quality
Control Inquiry Committee.

m

—

o

-

J.1

-

Adhere to
standards.

quality

control

Submit to a peer review every
three years.

Participate in the required amount
of
continuing
professional
education courses.

Communicate
to

all

broad

All ques
tions

A610

A603-A607

J.8 and 9

principles

professional

personnel

through
a
written
of philosophy.

statement

7/89

-

F-11

J.l(g)

J.13

EXHIBIT F-10 MEMBERSHIP

Description of Requirement

Commun
icate in writing on a timely
basis to an SEC registrant and
the Office of the Chief Accountant
of the SEC that the client-auditor
relationship has ceased.

7/89

Membership
Requirement
SECPS PCPS

q

-

F-12

Audit
Suggested Step
Engagement
Section 1 Section 2 Section 3
Questions

J.l(f)

J.14 and
J.15

-

-

Engagement Review Checklists

As Revised - 1990

AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS

DIVISION FOR CPA FIRMS

Peer Review Program

CHECKLIST FOR REVIEW OF AUDIT ENGAGEMENTS

(SEE SEPARATE INSTRUCTIONS FOR USE OF THIS CHECKLIST)

AE-1

Copyright © 1990 by the
American Institute of Certified Public Accountants, Inc
1211 Avenue of the Americas, New York, NY 10036-8775

AE-2

ENGAGEMENT PROFILE
Engagement Code No. ___________________

Office_____________________________________

Partner _________________________________

Date of Financial Statements* __________

Manager _________________________________

Date of Report ___________________________

Concurring Reviewer ___________________

Date Report Released ____________________

Is this an SEC audit client? Yes

No

Is this client a part of other related groups? Yes__ No__
The responsibility of this office involves reporting on:
(
) financial statements (single entity)
(
) consolidated financial statements
(
) subsidiary, division or branch
(
) special reports
(
) limited reviews
(
) unaudited interim statements
(
) loan agreement compliance letters
(
) other (explain)

Was the work performed at the request of another office? Yes__ No__

Date that the fee for the prior year's engagement was paid ______________________
Key data reported on by this office for this engagement:

Total assets
Equity
Net sales
Net income

$
$
$
$

Major lines of business:

Complex or troublesome audit areas:

List any nonaudit services performed for the client during the period of the
financial statements being reported on and through the date of the auditor's
report:
Personnel Continuity:

Partner
Number of years assigned to
this job

________

Manager
or
(equivalent)

_____________

Number of years in current
position on the job

* To determine the applicability of all cross-referenced pronouncements, their
effective dates should be considered.
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AE-3

Audit hours on this engagement:

Total

Prior to
Commencement
of Field Work

Partner
Manager (or equivalent)
Senior
Concurring Reviewer **
Other
Total this office

During
Field Work

Total budgeted

After
Completion of
Field Work

___________

LIST OF KEY AUDIT AREAS SELECTED BY REVIEWER

A reviewer is not required to look at all the working papers for a particular
engagement. The depth of the review is left to the judgment of the reviewers;
however, the review is directed primarily to the key areas of an engagement,
including complex or troublesome areas. Ordinarily all key audit areas should
be reviewed. List below the key areas on this engagement and, if any key areas
are not reviewed, indicate the reasons for this omission.
In completing this
checklist, all questions in Sections I, II and IV should be answered in addi
tion to the key areas identified.

1.

2.

3.

4.

5.

6.

Date Engagement
Review Performed__________________

Date Checklist Reviewed
by Team Captain ______________________

Reviewer_____________________________

Signature _______________________________

**Not applicable on peer reviews of PCPS member firms only and on reviews of
non-SEC clients unless required by firm policy.
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AE-4

CHECKLIST FOR REVIEW OF AUDIT ENGAGEMENTS

CONTENTS

AE
PAGE

SECTION

I.

II.

III.

Report and Financial Statements

Auditors* Report ...................................................

7

Financial Statements and Footnotes ................................

8

General Audit Procedures ...............................................

15

Working Paper Areas

Cash..................................................................25
Receivables.......................................................... 26
Inventories........................................................... 27

Investments.......................................................... 28
Prepaid Expenses, IntangibleAssets, Deferred Charges, etc.. . .
Property, Plant and Equipment

....................................

29
29

Liabilities.......................................................... 30
Deferred Credits ...................................................

31

Income Taxes .......................................................

31

Commitments and Contingencies

32

...................................

Capital Accounts ...................................................

32

. .

33

Income and Expenses........................................ ..

Other................................................................ 33
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AE-5

CONTENTS (Continued)

IV.

Functional Areas
Independence .......................................................

35

Assigning Personnel to Engagements

..............................

35

Consultation .......................................................

35

Supervision........................................................... 36
Advancement.......................................................... 37

Acceptance and Continuance of Clients

V.

VI.

VII.

...........................

37

Professional Development ..........................................

37

Audits of SEC Engagements............................................... 39

Explanation of "No" Answers andOther Comments ........................

Conclusions............................................................... 47

Attachment - Matter for FurtherConsideration ("MFC") form ..........

NOTE:
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43

This checklist has been updated through
SAS No. 63, SFAS No. 102, and FASB
Interpretation No. 38.

AE-6

49

I. REPORT AND FINANCIAL STATEMENTS
NOTE:

This is a highly summarized checklist taken from the AICPA financial
reporting practice aid, Disclosure Checklists. Reviewers may wish to
consult that checklist, a copy of which has been provided to the review
team, for detailed information about the requirements of professional
standards and for citations thereto. All "no" answers must be thor
oughly explained. If the firm has used its own report and financial
statement disclosure checklist on this engagement, it may be reviewed
in lieu of completing this checklist provided the reviewer has deter
mined that the firm's checklist is current, comprehensive, and appro
priate for the engagement.
QUES. N/A***YES

NO REF.**

Auditors' Report
Is the report dated in conformity with the require
ments of professional standards?

A101

Does the report adequately disclose all required
matters and does its language conform to that
required by professional standards? (SAS No. 58)

A102

If required by the circumstances, does the audi
tor's report depart from the standard report and
include appropriate language describing the
departure?

A103

If supplementary information accompanies the
basic financial statements, does the auditor
describe in his report the degree of respon
sibility, if any, he is taking?

A104

For special reports, have the provisions of SAS
Nos. 14, 35 and 62 been complied with regarding:
Statements prepared in accordance with a
comprehensive basis of accounting other than
generally accepted accounting principles?
(SAS Nos. 14 and 62)

A105

Specified elements, accounts or
items of a financial statement?
(SAS Nos. 14, 35 and 62)

A106

*

The N/A column should be used when the item either does not exist or is not
material.

**

All "no" answers should be handled in either of the following ways:
(1)
discussed on an MFC with the MFC form number noted in the REF column, or
(2) discussed on the pages provided at the end of this checklist if no MFC
was generated.
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QUES. N/A

Compliance with aspects of agreements or
regulatory requirements relating to audit
ed financial statements? (SAS Nos. 14 and 62)

A107

Financial presentations to comply with
contractual agreements or regulatory
provisions? (SAS No. 62)

A108

Financial information that requires
a prescribed form of auditor's report?
(SAS Nos. 14 and 62)

A109

For reports on financial statements of a U.S.
entity that have been prepared in conformity
with accounting principles generally accepted
in another country for use outside the United
States, has there been compliance with the
provisions of SAS No. 51?

A110

Financial Statements and Footnotes

General

Are the financial statements suitably titled?

A111

Is the presentation appropriate and disclosure
adequate regarding:

Significant accounting policies?

A112

Accounting changes?

A113

Comparative financial statements?

A114

Business combinations?

A115

Are all majority-owned subsidiaries consolidated
in the financial statements, unless consolidation
is specifically not required by professional
standards?

A116

Is summarized financial information disclosed
for majority-owned subsidiaries that were not
consolidated in years prior to the application
of FASB No. 94?

A117

If the entity controls a group of related
entities, did the auditor consider the need for
combined financial statements?

A118

Are required disclosures made concerning related
party transactions?

A119

1/90
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YES

NO REF.

QUES. N/A
Are foreign currency transactions and translation
of financial statements denominated in a foreign
currency accounted for and disclosed?

A120

Are foreign operations and export sales
adequately disclosed?

A121

Are nonmonetary transactions accounted for and
disclosed?

A122

With respect to contingencies and commitments:

Are loss contingencies disclosed and/or
accrued?

A123

Are commitments and other contingencies
adequately disclosed?

A124

Are the financial statements, where appropriate,
adjusted for the effect of subsequent events and
do they include disclosure of significant subse
quent events, whether or not adjustments were made?

A125

If FASB No. 87 is being applied, is the following
information on defined benefit pension plans
adequately disclosed:

A description of the plan?

A126

The amount of net periodic pension cost and
of required cost components?

A127

A reconciliation of the plan's funded status
with the amounts reported in the employer's
balance sheet?

A128

The discount rate and rate of compensation
increase used to measure the projected
benefit obligation and the long-term rate
of return on plan assets?

A129

Other information concerning plan assets,
benefits, and amortization methods?

A130

Are all other pension plans adequately disclosed?

A131

Are postretirement health care and life insurance
benefits properly disclosed?

A132

If the entity is or has been a "development stage
enterprise," are adequate disclosures made?

A133

1/90
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YES

NO REF.

QUES. N/A

Do the financial statements, where required,
include appropriate presentations of:
Segment information?

A134

Major customers?

A135

Futures contracts?

A136

Balance Sheet

Is the presentation appropriate and disclosure
adequate regarding:

Segregation of assets and liabilities into
current and noncurrent classifications?

A137

Valuation allowances?

A138

Restricted cash, including compensating
balances?

A139

Marketable equity securities?

A140

Other marketable securities?

A141

Receivables:

1/90

Unbilled receivables?

A142

Loans and related origination fees?

A143

Effect of interest rates which do
not reflect market rates?

A144

Receivables related to troubled debt
restructurings?

A145

Other receivables?

A146

Inventories?

A147

Investments

A148

Property and equipment, including accounting
for depreciation, assets of discontinued
operations, investment credit, and capital
ized interest?

A149

Sales-type, direct financing, and operating
leases of lessors?

A150

AE-10

YES

NO REF.

QUES. N/A

Other assets, including intangible assets,
unamortized computer software costs, deferred
tax assets and deferred charges?

A151

Pledged assets?

A152

Current liabilities?

A153

Short-term liabilities expected to be
refinanced?

A154

Notes payable and other debt:

1/90

Maturities and rates?

A155

Other terms and covenants?

A156

Effect of interest rates which do
not reflect market rates?

A157

Effect of troubled debt
restructurings?

A158

Effect of early extinguishment
of debt?

A159

Maturities and sinking fund
requirements for the next five
years?

A160

Capital and operating leases of lessees?

A161

Other liabilities and deferred credits,
including classification of deferred tax
liabilities, employees' compensation for
future absences, special termination
benefits to employees and deferred revenue?

A162

Capital stock (number of shares authorized,
issued and outstanding, par or stated value
per share, rights and preferences of various
classes)?

A163

Stock option and stock purchase plans?

A164

Stock subscriptions receivable?

A165

Retained earnings, including appropriations
thereof and restrictions on dividends?

A166

Changes in stockholders' equity?

A167

AE-11

YES

NO REF.

QUES. N/A
Redemption requirements on capital stock
for the next five years?

A168

Income Statement
Are the important components of the income state
ment separately disclosed?

A169

Is the presentation appropriate and disclosure
adequate regarding:
Method of income recognition, where
appropriate, for example: long-term
contracts and real estate transactions?

A170

Gains and losses, realized and unrealized,
from marketable equity securities?

A171

Income and income taxes on investments in
securities accounted for on the equity method?

A172

Research and development costs?

A173

Computer software costs?

A174

Interest costs?

A175

Discount or premium on notes receivable
or payable?

A176

Depreciation?

A177

Pension costs?

A178

Compensatory stock issuance plan?

A179

Deferred compensation agreements?

A180

Sales transactions in which the buyer has a
right to return the product?

A181

Product financing arrangements?

A182

Income taxes, computed under the early
application of FASB No. 96, to include:
The types of temporary differences that
cause significant portions of a deferred
tax liability or asset?
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A183

YES

NO REF.

QUES. N/A

Significant components of income tax
expense, including the current tax
expense or benefit, deferred tax ex
pense or benefit, investment tax
credits, government grants that reduce
income tax expense, the benefits of
operating loss carryforwards, and ad
justments due to changes in tax laws,
rates, and tax status?

A184

Reconciliation of income tax expense
or benefit attributable to continuing
operations to the amount of expense or
benefit that would result from applying
the federal statutory rates to pre-tax
income or loss from continuing
operations?

A185

Amounts and expiration dates of operat
ing loss and tax credit carryforwards
for financial reporting and tax purposes?

A186

Other information concerning tax ex
penses, benefits and the effect of in
come taxes?

A187

Income taxes computed under APB No. 11, in
cluding operating loss carryforwards, invest
ment tax credits, and reasons tax expense
differs from the customary relationship
between income and taxes?

A188

Discontinued operations?

A189

Extraordinary and unusual items?

A190

Earnings per share information?

A191

Statement of Changes in Financial Position
Is a statement of changes in financial position
presented for each period for which an income
statement is presented?

A192

Does it disclose all important aspects of
financing and investing activities?

A193

Are net changes in each element of working
capital disclosed?

A194
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YES

NO REF.

QUES. N/A

YES

NO REF.

Statement of Cash Flows
Is a statement of cash flows presented for each
period for which results of operations are
provided?(l)

A195

Does it report cash provided or used by in
vesting, financing and operating activities?

A196

Does it report the net effect of cash flows
on cash and cash equivalents during the period
in a manner that reconciles beginning and end
ing cash and cash equivalents and do the amounts
of cash and cash equivalents agree with the
amounts on the balance sheet?

A197

Does it provide a reconciliation between net
income and net cash flow from operating
activities?

A198

Are noncash investing and financing
activities disclosed?

A199

If the indirect method of reporting net cash
flows from operating activities were used,
were the amounts of interest and income taxes
paid disclosed?

A200

Other
If the industry in which the client is operating
is covered by an accounting and audit guide, are
the suggested format, statements, and disclosures
consistent with the guide?

(1)
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A201

FASB No. 95, paragraph 34, encourages, but does not require, restatement of
comparative financial statements for earlier years. The reviewer should
not answer this question "no" if a statement of changes in financial posi
tion is presented for comparative years, but should consider the
appropriateness of the accountant's report in these circumstances.
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II. GENERAL AUDIT PROCEDURES
QUES. N/A

YES

NO REF.

In planning the audit engagement, did the
auditor properly consider:
Matters affecting the industry in which the
entity operates, such as accounting practices,
economic conditions, laws and government
regulations, and technological changes?
(SAS No. 22)

A202

Matters affecting the entity's business, such
as organization and types of products and
services? (SAS No.22)

A203

Preliminary judgment about materiality
levels for audit purposes? (SAS No. 47)

A204

Anticipated reliance on internal
accounting controls? (AU Section 311) (2)

A205

If SAS No. 53 was not applicable to this
engagement, conditions that may require
extension or modification of audit tests,
such as the possibility of material errors
or irregularities and management's ability
to override controls? (SAS No. 16)

A206

If the auditor succeeded a predecessor
accountant, did he:

(2)
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Communicate with the predecessor accountant
to ascertain whether there were disagree
ments between the predecessor accountant and
the entity's management on accounting or
auditing matters and consider the implications
of such matters in accepting the client?

A207

Make other inquiries of the predecessor
accountant on significant matters?

A208

Satisfy himself on the fair presentation
of opening balances, such as by reviewing
the predecessor accountant's working
papers?

A209

If early application of SAS No. 55 was elected, the reviewer should answer
this question "N/A" and answer Questions A216 through A220.
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QUES. N/A
If consideration was given to the work of internal
auditors in determining the scope of the examina
tion, was it done in accordance with SAS No. 9?

A210

If the engagement included the use of the work
(domestic or international) of another office,
correspondent or affiliate:
Do the instructions to the other office or
firm appear adequate?

A211

Does it appear that the control exercised
over the work of others through supervision
and review was adequate?

A212

Was there appropriate follow-up of open
matters?

A213

In those cases where another firm is used,
were appropriate inquiries made as to its
independence and professional reputation?

A214

If SAS No. 56 was applicable to this engagement
(either as a result of the SAS’s effective
date or an early application of the SAS), did
the auditor use analytical procedures in
planning the nature, timing and extent of other
audit procedures?

A215

If early application of SAS No. 55 was elected,
did the auditor:
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Obtain a sufficient understanding of each
of the three elements (control environ
ment, accounting system, and control pro
cedures) of the entity’s internal control
structure to plan the audit?

A216

Document his understanding of each of the
three elements of the internal control
structure?

A217

Document the conclusion that control risks
are at the maximum level for those financial
statement assertions where control risk is
assessed at the maximum level?

A218

Document the basis for the conclusion (i.e.,
tests of controls) that the effectiveness of
the design and operation of internal control
structure policies and procedures supports
the assessed level of control risk when that
assessed level is below the maximum level?

A219
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YES

NO REF.

QUES. N/A
If early application of SAS No. 55 was
elected, and the user auditor has assessed
control risk below the maximum for an asser
tion, and that assessment is dependent upon
the application of controls at a service
organization, has the auditor obtained and
appropriately considered a service auditor's
report or performed tests of operating ef
fectiveness at the service organization?

A220

If SAS No. 53 was applicable to this engagement
(either as a result of the SAS's effective date or
an early application of the SAS) did the auditor:
Make an assessment of the risk of material
misstatements of the financial statements,
including those resulting from violations of
laws and regulations that have a direct and
material effect on the determination of
financial statement amounts?

A221

Assess the risk of management
misrepresentation by reviewing
information obtained about risk factors
and the internal control structure?

A222

Design the audit to provide reasonable
assurance of detecting errors and
irregularities that are material to the
financial statements?

A223

If early application of SAS No. 55 was not elected

Did the auditor obtain an understanding of
the client's accounting system, including
the control environment and the flow of
transactions?

A224

If after completing the preliminary phase of
the review the auditor decided not to rely
on the internal accounting control system to
restrict substantive tests, were his reasons
for deciding not to extend his review
documented?

A225

If the auditor decided to rely on the
system:

Was there appropriate documentation
of the auditor's understanding of the
system and the basis for his conclu
sions about the suitability of its
design?
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A226

YES

NO REF

QUES. N/A
Were adequate tests of compliance with
internal control procedures made?

A227

Were deviations noted during compliance
testing appropriately evaluated?

A228

Was a final evaluation of internal
accounting control documented and
considered in the development of the
audit program?

A229

If the client used EDP in significant
accounting applications, did the study and
evaluation of internal controls include both
general and application controls over EDP
activities, including those, if any, at a
service organization? (SAS Nos. 44 and 48)

A230

If the auditor relied on the internal account
ing controls at a service organization, was
a service auditor's report obtained and
appropriately considered? (SAS No. 44)

A231

Was an appropriately tailored, written audit
program prepared? (SAS No. 22 and applicable
AICPA Industry Audit Guide)
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A232

If early application of SAS No. 55 was
elected, was the audit program responsive
to the needs of the engagement identified,
and the understanding of the internal control
structure obtained during the planning
process?

A233

If early application of SAS No. 55 was not
elected, was the audit program responsive to
the needs of the engagement identified during
the planning process and was it developed in
light of the strengths and weaknesses of in
ternal control? (SAS No. 1, section 320)

A234

Was consideration given to applicable
assertions in developing audit objectives
and in designing substantive tests? (SAS
No. 31, paragraphs 9 through 13)

A235

If conditions changed during the course of
the examination, was the audit program modi
fied as appropriate in the circumstances?

A236

Have all procedures called for in audit
programs been signed?

A237
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YES

NO REF.

QUES. N/A
If statistical or nonstatistical sampling was
used in compliance tests of internal controls
(under SAS No. 55, tests of controls) (SAS 39,
paragraphs .31 through .42):

In your consideration of the adequacy of the
sample size, does it appear the firm gave
appropriate consideration to the specific
objective of the compliance test, tolerable
rate, allowable risk of overreliance, and
likely rate of deviations?

A238

Was the sample selected in such a way that
it could be expected to be representative
of the population?

A239

Were the results of the sample evaluated as
to their effect on the nature, timing and
extent of planned substantive procedures?

A240

In evaluating the sample, was appropriate
consideration given to items for which the
planned compliance test or appropriate alter
native procedure could not be performed,
for example, because the documentation was
missing?

A241

Was the documentation of the foregoing con
siderations in accordance with firm policy?

A242

If statistical or nonstatistical sampling was used
for substantive tests of details (SAS No. 39,
paragraph .15 through .30):
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In your consideration of the adequacy of the
sample size, does it appear the firm gave
appropriate consideration to the specific
audit objective, tolerable error, acceptable
level of risk of incorrect acceptance, and
characteristics of the population?

A243

Was the sample selected in such a way that
it could be expected to be representative
of the population?

A244

Were the error results of the sample pro
jected to the items from which the sample
was selected?

A245
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YES

NO REF

QUES. N/A
In evaluating the sample, was appropriate
consideration given to items for which the
planned substantive tests or appropriate
alternate procedures could not be performed?

A246

In the evaluation of whether the financial
statements taken as a whole may be materially
misstated, was appropriate consideration
given, in the aggregate, to projected error
results from all audit sampling applications
and to all known errors from non-sampling
applications?

A247

Was the documentation of the foregoing
considerations in accordance with firm
policy?

A248

YES

NO REF

If SAS No. 56 was applicable to this engagement
(either as a result of the SAS’s effective date
or an early application of the SAS), did the
auditor:

Consider the guidelines in SAS No. 56 in
developing, performing, and evaluating the
results of analytical procedures used as
substantive tests?

A249

Use analytical procedures in the overall
review stage of the audit?

A250

If SAS No. 56 was not applicable to this engage
ment, were the guidelines of SAS 23 considered in
the performance of analytical review procedures,
including:

Investigating significant fluctuations?

A251

Evaluating the effects of the findings on
the scope of the examination?

A252

Has the auditor evaluated the reasonableness of
accounting estimates made by management?(3)

A253

Did the auditor obtain a timely and appropriate
letter of representation from management?
(SAS Nos. 19 and 63)

A254

Did the auditor obtain timely and appropriate
responses from the client's attorney concerning
litigation, claims, and assessments? (SAS No. 12)

A255

(3) The auditor has this responsibility under SAS No. 31, but has been given
more specific guidance in SAS No. 57.
1/90
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QUES. N/A
Have all questions, exceptions, or notes,
posed during the audit been followed up and
resolved?

A256

Does it appear that appropriate consideration was
given to all passed adjustments and to the risk
that the current period's financial statements are
materially misstated when prior-period likely
errors are considered with likely errors arising
in the current period? (SAS No. 47)

A257

If SAS No. 53 was applicable to this engagement
(either as a result of the SAS's effective date
or an early application of the SAS), did the
auditor:

Follow up on errors and irregularities in
accordance with SAS No. 53?

A258

Consider the implications of an irregula
rity in relation to other aspects of the
audit, including the reliability of the
client's representations?

A259

Assure himself that the audit committee or
others with equivalent authority and
responsibility had been adequately informed
of all but clearly inconsequential irregu
larities identified during the engagement?

A260

When the auditor's procedures disclosed instances
or indications of illegal acts and SAS No. 54
and/or 63 were applicable to this engagement
(either as result of the SAS's effective date or
an early application of the SAS), did the audi
tor:
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Follow up on illegal acts having a direct
and material effect on the financial state
ments in accordance with SAS No. 54, para
graph 5.

A261

Follow up on all other illegal acts in
accordance with SAS No. 54, paragraph 7.

A262

Consider the implications of a detected
illegal act in relation to other aspects of
the audit, including the reliability of the
client's representations?

A263
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YES

NO REF.

QUES.

Assure himself that the audit committee or
others with equivalent authority and respon
sibility had been adequately informed with
respect to all but clearly inconsequential
illegal acts identified during the audit?

A264

Communicate directly with the audit committee
if the illegal act involved senior management
and document that communication?

A265

If SAS Nos. 53 and 54 were not applicable to
this engagement, were errors, irregularities,
or illegal acts, if any, followed up in accor
dance with SAS Nos. 16 and 17?

A266

If SAS No. 59 was applicable to this engagement
(either as a result of the SAS's effective date
or an early application of the SAS), did the
auditor evaluate whether there was substantial
doubt about the entity's ability to continue as
a going concern for a reasonable period of
time?

A267

If SAS No. 60 was not applicable to this engage
ment, were material weaknesses, if any, in inter
nal control communicated to senior management
and the board of directors or its audit commit
tee? (SAS No. 20)

A268

Were reports on internal control, if any, pre
pared in accordance with SAS Nos. 20 and 30?

A269

If SAS No. 60 was applicable to this engagement
(either as a result of the SAS's effective date
or an early application of the SAS):
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Did the auditor communicate reportable con
ditions to the audit committee or others with
equivalent authority and responsibility?

A270

If the communication was in writing, did the
report include all elements required by SAS
No. 60?

A271

If the communication was oral, did the auditor
document the communication in the working
papers?

A272
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N/A

YES

NO REF.

QUES. N/A

If there is an indication that the auditor, sub
sequent to the date of his report, became aware
that facts may have existed at that date which
might have affected his report, had he then been
aware of such facts, did he consider the guidance
in SAS No. 1, section 561, in determining an
appropriate course of action, and does the matter
appear to be properly resolved?

A273

If there is an indication that the auditor, sub
sequent to the date of his report, concluded that
one or more auditing procedures considered neces
sary at the time of the audit of the financial
statements in the then existing circumstances were
omitted from his audit, did he consider the guid
ance in SAS No. 46 (AU section 390) in determining
an appropriate course of action, and does the
matter appear to be properly resolved?

A274

If SAS No. 61 was applicable to this engagement
(either as a result of the SAS's effective date
or an early application of the SAS), did the
auditor:
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Assure himself that the appropriate matters
were communicated to those with responsibility
for oversight of the financial reporting pro
cess (SAS No. 61, paragraphs 6 through 14)?

A275

If the communication was in writing, prepare a
written report that included a statement that
the communication was intended solely for the
use of the audit committee or the board of
directors and, if appropriate, management?

A276

If the communication was oral, document the
information communicated by appropriate
memorandum or notations in the working papers?

A277

AE-23

YES

NO REF.
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III.

NOTE:

WORKING PAPER AREAS*

In the key audit areas reviewed, the reviewer should evaluate whether
the reviewed firm has obtained sufficient competent evidential matter
to form conclusions concerning the validity of the assertions of ma
terial significance embodied in the financial statements as described
in SAS No. 31. The questions contained in each section represent some
of the audit procedures or tests that the reviewed firm might have un
dertaken to form conclusions in support of financial statement asser
tions of material significance. If an audit area is not reviewed be
cause it does not represent a key area for that engagement, the re
viewer should place an "X" in the box above the name of the working pa
per area. [As indicated on page AE-4, the reviewer should indicate the
reason(s) for not reviewing a key audit area; in such circumstances,
the reviewer should not place an "X" above the area.]

□
QUES. N/A

YES

NO REF.

Cash
Were bank accounts confirmed at the examination
date and were reconciling items existing at the
balance sheet date cleared by reference to sub
sequent statements obtained directly from the bank
(or obtained from the client and appropriately
tested)?

A301

Was due consideration given to cash transactions
shortly before and shortly after the balance sheet
date to determine that transactions were recorded
in the proper period?

A302

Do the working papers indicate that the following
were considered:

*

1/90

Restrictions on cash balances?

A303

Confirmation of bank credit arrangements such
as compensating balances?

A304

Confirmation of liabilities and contingent
liabilities to banks?

A305

Complete only the sections for the key audit areas selected for review.
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QUES. N/A

Based on the evaluation of internal control, or,
if early application of SAS No. 55 was elected,
based on the assessment of control risk, do the
substantive tests of cash appear adequate?

A306

□
Receivables

Were accounts receivable confirmed and appro
priate follow-up steps taken, including second
requests and alternate procedures?

A307

If confirmation work was performed prior to yearend, is there evidence that there was an adequate
review of transactions from the confirmation date
to the balance sheet date?

A308

If a significant number and amount of accounts
receivable were not confirmed, is there evidence
that other auditing procedures were performed?

A309

Were significant notes receivable confirmed as of
the balance sheet date?

A310

Were the results of confirmation and alternative
procedures summarized and were appropriate con
clusions drawn in the working papers?

A311

Was collateral (if any) for receivables examined
with respect to existence, ownership and value?

A312

Were adequate tests of discounts and allowances
made?

A313

Was the reasonableness of allowances for doubtful
accounts covered in the working papers and
collectibility of receivables adequately
considered?

A314

Was there evidence in the working papers that in
quiry was made and consideration given to whether
receivables are sold, pledged, assigned or
otherwise encumbered?

A315

Was receivable work coordinated with the tests
of support and revenue, including cutoff tests?

A316

Were procedures performed to verify whether the
carrying value of notes receivable reflects the
present value of the consideration given and the
appropriate interest rate?

A317
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YES

NO REF.

QUES. N/A

Based on the evaluation of internal control, or,
if early application of SAS No. 55 was elected,
based on the assessment of control risk, do the
substantive tests of receivables appear ade
quate?

A318

□

Inventories
Where the physical inventory is taken at a date
other than the balance sheet date (or where
rotating procedures are used), do the working
papers indicate that consideration was given to
inventory transactions between the inventory
date(s) and the balance sheet date?

A319

Do the working papers contain evidence that counts
were correctly made and recorded (i.e., was control
over inventory tags or count sheets maintained and
were test count quantities reconciled with counts
reflected in final inventory)?

A320

Were physical inventories observed at all loca
tions where relatively large amounts are located?

A321

Where the physical inventory in the hands of
others was not observed, were inventory confir
mations received [i.e., inventory in public ware
houses (SAS No. 43), on consignment, etc.]?

A322

If perpetual inventory records are maintained,
do the working papers indicate that differences
disclosed by the client's physical inventory (or
cycle counts) are properly reflected in the
accounts?

A323

Do the working papers indicate that there were
adequate tests of:
The clerical accuracy of the compilation of
the inventory?

A324

Costing methods and substantiation of costs
used in pricing all elements (raw materials,
work in process, finished goods) of the
inventory?

A325

Were the results of inventory observations and
other tests summarized and were appropriate
conclusions drawn?
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A326

YES

NO REF.

QUES. N/A
Where LIFO is used, did the auditor consider
whether the client's LIFO techniques are generally
consistent with those in the AICPA's issues paper
on LIFO?

A327

Do the working papers indicate that a lower of
cost or market test (including consideration of
obsolete or slow-moving inventory) was performed?

A328

Were inquiries concerning purchase and sales
commitments made, including consideration as to
any possible adverse effects?

A329

Were appropriate inventory cut-off tests performed?

A330

Where applicable, were gross profit percentage
tests employed to check overall valuation of
inventories?

A331

Do the working papers indicate that steps were
performed to determine if any inventory is pledged?

A332

Based on the evaluation of internal control, or,
if early application of SAS No 55 was elected,
based on the assessment of control risk, do the
substantive tests of inventory appear adequate?

A333

□

Investments
Was a summary schedule prepared (or obtained) and
details examined with respect to description, pur
chase price and date, changes during period, in
come, market value, etc. of investments?

A334

Were all securities either examined or con
firmed?

A335

Were realized gains and losses on disposition of
securities properly computed?

A336

Do the working papers reflect consideration of the
appropriateness of carrying values of securities
and their classification?

A337

Were investigation of carrying value and possible
impairment of the carrying value of long-term
investments made?

A338

Do the working papers reflect consideration that
investments were pledged, restricted, or had limi
tations on their immediate use?

A339
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YES

NO REF.

QUES. N/A
For investments accounted for on the equity method,
were financial statements and other information
reviewed to support the amounts presented or the
footnote disclosures made?

A340

For repurchase and reverse repurchase agreements,
were appropriate audit procedures performed?
(e.g., confirmation, inspection of collateral)

A341

□

Prepaid Expenses, Intangible Assets, Deferred
Charges, etc.
Were adequate tests made and/or confirmations
received for all material:

Prepaid expenses?

A342

Intangible assets?

A343

Deferred charges?

A344

Other?

A345

Is there adequate support for the deferral and
amortization (or lack thereof) of these types of
assets ?

A346

Were reviews made of the continuing value of good
will and other intangible assets?

A347

If insurance policies were pledged as colla
teral or subjected to premium financing, were
the related loans properly accounted for?

A348

□
Property, Plant and Equipment

Was a summary schedule prepared (or obtained)
to show beginning balances, changes during
the period and ending balances for:
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Property, plant and equipment?

A349

Accumulated depreciation?

A350
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YES

NO REF

QUES. N/A
Do tests appear adequate and were proper conclu
sions drawn with respect to:

Additions (by the examination of supporting
documents and/or physical inspection)?

A351

Retirements, etc. (including examination
of miscellaneous income, scrap sales)

A352

The adequacy of current and accumulated
provisions for depreciation and deple
tion?

A353

Status of idle facilities?

A354

Do the working papers indicate that the auditor
considered the possibility that property was
subject to liens?

A355

Based on the evaluation of internal control, or,
if early application of SAS No. 55 was elected,
based on the assessment of control risk, do the
substantive tests of property, plant and equip
ment appear adequate?

A356

□
Liabilities

Were accounts payable adequately tested for
propriety?

A357

Were liabilities properly classified as current
or long-term at the balance sheet date?

A358

Was an adequate search performed for unrecorded
liabilities at the balance sheet date?

A359

Was the payables work coordinated with the testing
of the purchases cut-off?

A360

Was consideration given to expenditures and
expenses that might require accrual (e.g., pen
sions or compensated absences), and to whether
accrued expenses were reasonably stated?

A361

Were significant notes and bonds payable, together
with interest rates and repayment periods, etc.
confirmed?

A362

Were procedures performed to verify whether the
carrying value of notes payable reflects the
present value of the consideration received and
the appropriate interest rate?

A363
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YES

NO REF.

QUES. N/A

Is there evidence of testing of the company's
compliance with covenants to debt obligations?

A364

Based on the evaluation of internal control, or,
if early application of SAS No. 55 was elected,
based on the assessment of control risk, do the
substantive tests of liabilities appear adequate?

A365

□
Deferred Credits

Do the working papers indicate that:
The basis of deferring income is reasonable
and on a consistent basis from year to year?

A366

Deferrals have been established on a reaso
nable basis?

A367

Income Taxes

Were the current and deferred tax accrual
accounts and related provisions analyzed and
appropriate auditing procedures performed?

A368

Do the working papers contain evidence that, in
determining the adequacy of the income tax
accruals and provisions, appropriate consideration
was given to possible adjustments required for:
Tax positions taken by the client that might
be challenged by the taxing authorities
and/or other tax contingencies?

A369

Possible assessments, penalties or interest
including similar adjustments applicable to
years not yet examined?

A370

Based upon the review of the financial statements
and working papers and, if necessary, discussions
with engagement personnel, does it appear as
though substantive tax matters applicable to this
engagement were given adequate consideration?
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A371

YES

NO REF.

QUES. N/A

□
Commitments and Contingencies

Do the working papers include indication of the
following:

Inspection of minutes of meetings of the
stockholders, board of directors, and execu
tive and other committees of the board?

A372

Inspection of contracts, loan agreements,
leases, and correspondence from taxing and
other governmental agencies, and similar docu
ments?

A373

Accumulation and analysis of confirmation
responses from banks and lawyers?

A374

Inquiry and discussion with management
including management's written represen
tations concerning liabilities, litigation,
claims, assessments and regulatory require
ments as applicable?

A375

Other contigent liabilities (such as
buy/sell agreements) for possible guaran
tees?

A376

Is there indication that procedures were performed
to uncover the need for recording or disclosure of
events subsequent to the date of the financial
statements? (SAS No. 1, sections 560.10, 560.11
and 560.12)

A377

Have all material contingencies been properly con
sidered, documented, and reported? (SFAS Nos. 5
and 16)

A378

□
Capital Accounts

Were changes in capitalization checked to authori
zations?

A379

Do the working papers indicate that there were
adequate inquiries, where appropriate, about stock
options, warrants, rights, redemptions and conver
sion privileges?

A380
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YES

NO REF.

QUES. N/A

□
Income and Expenses
Were tests of payrolls, including account distri
bution, made?

A381

Concerning pension and profit sharing plans
(including impact of ERISA), do tests made of the
expenses and liabilities appear adequate?

A382

Were revenue and expenditures and/or expenses
for the period compared to the budget and the
preceding period and reviewed for reasonableness
and were significant variances and fluctuations
explained?

A383

Was adequate consideration given to:

The client's revenue recognition policy?

A384

Income recognition on transactions where the
earnings process was not complete?

A385

Unusual sales transactions?

A386

Income recognition when the right of
return exists?

A387

Based upon the evaluation of internal
control, or, if early application of SAS No. 55
was elected, based on the assessment of control
risk, did the substantive tests (review, analy
sis, and testing) of revenue and expenditures/
expenses appear adequate?

A388

□
Other

Have leases been reviewed to determine that capi
tal, sales, and direct financing leases have been
properly accounted for?

A389

Were appropriate procedures applied to supplemen
tary information?

A390

Limited Review of Interim Financial Information:
Were appropriate procedures performed?
No. 36, paragraphs 6 and 9 through 15)
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(SAS

A391

YES

NO REF.

QUES. N/A YES NO REF.

If required by firm policy, was a checklist of
A392
the above procedures used?
If the work of a specialist was used, did the
auditor apply the guidance in SAS No. 11,
paragraphs 9 through 12?

A393

Were specific procedures for determining the
existence of related parties and examining
identified related party transactions applied?
(SAS No. 45)

A394

If consolidated statements are presented:
Have intercompany balances and transactions
been eliminated?

A395

If the financial reporting periods of one or
more subsidiaries differ from that of the
parent, was recognition given to the effect of
intervening events that materially affect
financial position or the results of opera
tions?
A396

Was appropriate consideration given to the
carrying value of long-term contracts in relation
to their contract prices, estimated costs to
complete, and degree of completion?

A397

Was appropriate consideration given to the
accounting for (including the disclosure of)
futures, forwards, and standby contracts?

A398
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IV.

FUNCTIONAL AREAS

QUES. N/A

Independence
If any evidence was noted during the review which
may indicate a lack of independence (including a
lack of objectivity), was the matter identified and
appropriately resolved by the firm and its impact
appropriately considered?

A501

Have personnel been appropriately advised as to
need to observe independence requirements concern
ing the client and any other related nonclient ’
parent, investor, investee, subsidiary or
affiliate?

A502

Was timely and appropriate assurance of indepen
dence of other firms engaged to audit segments
or component units of the entity?

A503

For non-SEC clients, were the fees for the prior
year's services paid prior to issuance of the
report for the current engagement?

A504

For SEC clients, if the fees for the prior year's
services were not paid prior to the commencement
of the current engagement, were the SEC rules for
unpaid professional fees adhered to?

A505

Assigning Personnel to Engagements
Were scheduling and staffing requirements iden
tified on a timely basis and approved by
appropriate personnel?

A506

Does it appear that engagement personnel possessed
an appropriate mix of experience and training in
relation to the complexity or other requirements
of the engagement and the extent of supervision
provided?

A507

Consultation

Was there appropriate consultation and documen
tation:
In situations specified by firm policy?
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A508

YES

NO REF.

QUES. N/A

Where the complexity or unusual nature of
the issue warranted it?

A509

Were the firm's conclusions consistent with pro
fessional standards?

A510

If the engagement records indicated a difference
of opinion between engagement personnel and a spe
cialist or other consultant, was the difference
resolved in accordance with firm policy and was
the basis of the resolution appropriately documen
ted?

A511

Supervision

Were appropriate and knowledgeable engagement
personnel involved in the planning process?

A512

Does it appear that audit planning was adequately
documented in the working papers, including any
changes in the original plan?

A513

Did the partner (or manager) approve the overall
audit plan (including the audit program) as the
final planning step and convey his approval or
modifications to the engagement staff?

A514

Does it appear that hours charged by the partner,
manager, and, where applicable, by the concurring
reviewer were adequate and appropriately timed to
provide for planning and supervision as the job
progressed?

A515

Were all forms, checklists, or questionnaires, if
any, required by firm policy for the following
areas adequately completed and modified, where
appropriate, for the engagement:
Planning checklist?

A516

Review of internal control structure:
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Manual system?

A517

EDP system?

A518

Audit work programs?

A519

Financial statement disclosures?

A520

Working papers and financial statement
reviews?

A521
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YES

NO REF.

QUES. N/A
If standardized forms, etc., were not used for any
of the above areas, is there adequate documen
tation of these areas?

A522

Were the firm's guidelines for the form and con
tent of audit working papers complied with?

A523

Were differences of professional opinion between
engagement personnel resolved in accordance with
firm policy?

A524

If used, were scientific audit tools (e.g., com
puter auditing, statistical sampling, etc.) pro
perly evaluated by persons with training in these
areas? (SAS No. 48)

A525

If required by firm policy, was an appropriate
pre-issuance review made of the working papers,
report, and financial statements by a person whose
position in the firm is commensurate with that
responsibility, to determine that work performed
was complete and conformed to professional stan
dards and firm policy and was that review docu
mented?

A526

Advancement
If required by firm policy, was the staff on this
engagement appropriately evaluated?

A527

Acceptance and Continuance of Clients

Does it appear that the firm's guidelines for
acceptance and continuance of clients were
complied with?

A528

Professional Development

Did the personnel assigned to this engagement
appear to be appropriately familiar with the
applicable professional pronouncements (FASB,
GASB, AICPA, SEC, etc.)?
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A529

YES

NO REF
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V.

AUDITS OF SEC ENGAGEMENTS

(As defined in Section 1 of the SECPS Manual)

QUES. N/A
If required by firm policy, was an SEC checklist or
other specialized checklist used?

A601

Were disclosures required by SEC Regulation S-X
appropriate?

A602

Is there indication that the firm obtained and read
the document to be filed prior to the release of
the signed opinion to be contained in the filing?

A603

Was a concurring review by a partner other than the
audit partner in charge of the engagement conducted
prior to the issuance of the report, in conformity
with the firm's requirements?

A604

If a concurring partner review was performed:

Was the review conducted by a partner with
sufficient technical expertise and experience?

A605

Were the nature, extent, and timing of the
review procedures adequate in the circumstan
ces?

A606

Did the engagement files contain evidence that
the firm's policies and procedures for the
concurring review were complied with?

A607

Was the concurring partner review effective?

A608

If a comfort letter to an underwriter was issued,
is it in accordance with professional standards?
(SAS No. 49)

A609

Have letters of comments or verbal comments
received from the SEC or other regulatory agencies
been appropriately considered?

A610

Has there been rotation of the audit partner in
charge of the engagement in conformity with the
requirements of the SEC Practice Section?

A611

If management advisory services were performed
during the year under audit, was the firm in
compliance with the Section's requirements:
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YES

NO REF.

QUES. N/A
Proscribing the performance of certain manage
ment advisory services?

A612

Requiring an annual report to the audit com
mittee or board of directors of the client,
describing the types of such services rendered
and the amount of the related fees received?

A613

Was the nature of disagreements, if any, with the
management of the client on financial accounting
and reporting matters and auditing procedures
which, if not satisfactorily resolved, would have
caused the issuance of a qualified opinion reported
to the audit committee or board of directors of the
client in conformity with the Section's require
ments? (4)

A614

YES

NO REF.

Were the following matters, if they came to the
attention of the auditor, communicated at least
annually to the audit committee or board of direc
tors of the client and were such communications
documented in the working papers:

(4)
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Material errors, irregularities, or possible
illegal acts?

A615

Material weaknesses in internal accounting
controls?

A616

Opinions obtained by management from other
independent accountants on the application of
generally accepted accounting principles that
would affect the entity's financial statements
or on the type of opinion that may be rendered
on the entity's financial statements and that
are subject to the requirements of SAS No. 50,
and the conclusions reached by management and
by the auditor with respect to the matters
covered by such opinions?

A617

If early application of SAS No. 61 was elected, the reviewer should answer
questions A613-A619 "N/A".

AE-40

QUES. N/A

1/90

Accounting and disclosure considerations asso
ciated with material contingencies, together
with the nature and reasonableness of the
underlying assumptions and estimates of man
agement?

A618

Accounting and disclosure decisions with
respect to transactions that are unusual in
nature and have a material effect on the
financial statements?

A619

Situations involving the adoption of or change
in an accounting principle where the applica
tion of an alternative generally accepted
accounting principle would have had a material
effect on the financial statements?

A620

AE-41

YES

NO REF.
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VI.

EXPLANATION OF "NO" ANSWERS AND OTHER COMMENTS

The following pages are provided for your comments on all "no" answers for which
an MFC form was not generated or to expand upon any of the "yes" answers. All
"no" answers must be thoroughly explained and reviewed with the engagement
partner.

Page
Number

Question
Number

__________ Explanatory Comments_______________

Disposition
of Comments*

The nature of the disposition of comments may vary, such as:
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o

Note "resolved" and the manner of resolution.

o

Note "not significant" to indicate a "no" answer is appropriate but
that the matter is not significant enough to warrant the preparation
of an MFC form.

AE-43

Page
Number
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Question
Number

Explanatory Comments

AE-44

Disposition
of Comments

Page
Number
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Question
Number

Explanatory Comments

AE-45

Disposition
of Comments

Page
Number
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Question
Number

Explanatory Comments

AE-46

Disposition
of Comments

VII.

CONCLUSIONS

EXPLAIN BELOW THE REASONS FOR ANY "YES'* ANSWERS.

BE SPECIFIC.

Based on the work performed, did anything come to your attention
that caused you to believe that:
1.

2.

3.

4.

5.

The firm did not perform the engagement in all
material respects in accordance with generally
accepted auditing standards (see AU 390 and
ET 202)?

YES*____ NO

The financial statements did not conform with
generally accepted accounting principles (or where
applicable, a comprehensive basis of accounting
other than GAAP) in all material respects and the.
auditor's report was not appropriately modified
(see AU 561 and ET 203)?

YES*

NO

The auditor's report was not appropriate in the
circumstances?

YES*

NO

The documentation on this engagement does not
support the firm's opinion on the financial
statements?

YES

NO

The firm did not comply with its policies and
procedures on this engagement in all material
respects?

YES

NO

* If this question is answered "yes," see additional guidance contained on pages
2-20 and 2-21 of the SECPS Manual and of the PCPS Peer Review Manual.
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MATTER FOR FURTHER CONSIDERATION
CONTROL NO. _____________

REVIEWER'S DESCRIPTION OF THE MATTER

REVIEWED FIRM AGREES WITH THE DESCRIPTION OF THE MATTER?

YES

NO

REVIEWED FIRM'S COMMENTS ON CIRCUMSTANCES, SIGNIFICANCE OF MATTER, ETC.

Check One: Design
Performance
_______
Compliance-Membership _______
Compliance-Other
_______
Documentation

REVIEWER'S ADDITIONAL COMMENTS

(Note: This sample MFC form has been reduced in size. The actual form
is 8 1/2" x 14" and is available from the Quality Control Review Division
staff.)
TEAM CAPTAIN'S COMMENTS, IF ANY

FIRM
OFFICE CODE NO. ___________________________________

Signatures

CONTROL NO.

Dates

Engagement Partner________________________________

___________________

Reviewer___________________________________________

___________________

Team Captain ______________________________________

___________________

Engagement

Program Questionnaire
Section ___________________________________
Element ___________________________________
Program Step______________________________
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No. ____________________________
Checklist Page ________________
Program Step __________________

INSTRUCTIONS FOR USE OF MFC FORMS

1.

If an MFC was prepared during the course of the review and subsequent
information indicates that the form should not have been prepared, it may
be discarded.
(For example, an MFC may be discarded if it stated that no
letter was received from legal counsel, but an acceptable letter had been
received and misfiled and was subsequently found. Similarly, an MFC may be
discarded if it stated that documentation in a particular area was inade
quate, but the reviewer reconsidered and decided that documentation was
adequate.) On the other hand, if an MFC is prepared for a matter which is
valid, the MFC should not be discarded even though it is subsequently
decided that the matter need not be covered in the letter of comments.

2.

Number MFCs consecutively (top and bottom) to establish correspondence be
tween top and bottom stub.

3.

MFCs relating to both functional and engagement review areas should be
sorted by nature of comment.

4.

Do not detach control stub until POB oversight is completed.
(The stub
should be detached only if the SEC accesses the working papers.)
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Checklist

Governmental

As Revised - 1990

AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS

DIVISION FOR CPA FIRMS

Peer Review Program

CHECKLIST FOR REVIEW OF AUDIT ENGAGEMENTS
OF STATE OR LOCAL GOVERNMENTAL
ENTITIES, INCLUDING THOSE RECEIVING
FEDERAL FINANCIAL ASSISTANCE

(SEE SEPARATE INSTRUCTIONS INSIDE FOR USE OF THIS CHECKLIST)
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Instructions for Use of Checklist
for Review of Audit Engagements
of State or Local Governmental Entities,
Including Those Receiving Federal Financial Assistance

This checklist was developed for use by reviewers of audits of state and local
governments, including those entities that receive federal financial assistance.
It should be used in conjunction with other guidance materials issued to imple
ment the peer review program of the AICPA Division for CPA Firms. Questions re
garding these instructions or any other materials or about the review in general
should be directed to the AICPA Quality Review Division staff member who ini
tially contacted you or to the Quality Review Division at 212/575-6650.
The questions in this checklist emphasize reporting matters and general proce
dures ordinarily performed by an independent auditor in the examination of fi
nancial statements of state and local governmental units. This checklist can be
used in reviewing the audit of the general purpose financial statements, the
comprehensive annual financial report, or component unit financial statements.
The reviewer, however, should recognize that this checklist does not address
certain items contained in the comprehensive annual financial report, such as
the introductory section and nonfinancial statistical information.

The questions have been derived principally from the pronouncements of the
Auditing Standards Board, the Governmental Accounting Standards Board, the U.S.
General Accounting Office's Government Auditing Standards, and the AICPA Audit
and Accounting Guide, Audits of State and Local Governmental Units.

In using this checklist, reviewers will have to contend with differing effective
dates of the various pronouncements. Reproduced below are paragraphs 92 and 93
of SAS No. 63 ("Compliance Auditing Applicable to Governmental Entities and
Other Recipients of Governmental Financial Assistance") providing information on
the effective dates and transitional guidance:
92.

93.
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Except as stated below, the provisions of this statement are effective
for audits of financial statements and of compliance with laws and re
gulations for fiscal periods beginning on or after January 1, 1989.
The provisions in paragraphs 11, 15, 34, 37g and 58 through 62 of this
statement, which are based on the principles contained in SAS No. 55,
"Consideration of the Internal Control Structure in a Financial State
ment Audit," are effective for audits of financial statements and of
compliance with laws and regulations for fiscal periods beginning on
or after January 1, 1990. Early application of this statement is
permissible.
Government Auditing Standards is effective "for audits starting
January 1, 1989." Unless the GAO excludes AICPA standards by formal
announcement, Government Auditing Standards incorporates the AICPA
statements on auditing standards and their respective effective dates.
Thus, neither Government Auditing Standards nor this statement re-

GE-3

quires early application of any AICPA standard that has a later effec
tive date. Auditors who do not elect to apply this statement before
its effective date should consider the guidance contained in the AICPA
Audit and Accounting Guide Audits of State and Local Governmental
Units (1986 revised edition).
Thus, although Government Auditing Standards requires the auditor to apply SAS
Nos. 53 ("The Auditor's Responsibility to Detect and Report Errors and Irreg
ularities"), 54 ("Illegal Acts by Clients"), and 55 ("Consideration of the
Internal Control Structure in a Financial Statement Audit"), neither Government
Auditing Standards nor SAS No. 63 requires auditors to apply those pronounce
ments before their specified effective dates. Auditors not applying either SAS
Nos. 53, 54, or 55 early should continue to apply SAS Nos. 16 and 17 and AU
Section 320 until the effective dates of the new pronouncements.
The checklist contains Appendix B devoted solely to the special requirements of
the Single Audit Act of 1984 (the Single Audit Act) and is based on the require
ments established in the Office of Management and Budget's Circular No. A-128
(OMB A-128) and Government Auditing Standards (Appendix A).

To assist the reviewer in summarizing "no" answers in the Summary Checklist for
Reviews of Audit Engagements, a column has been added containing sequential num
bers referring to each question. Question numbers prefixed with the letter "A,"
such as "A101," refer to questions so numbered in the Checklist for Review of
Audit Engagements. Question numbers prefixed with the letter "G," such as
"G101," refer to questions on matters unique to governmental entities.
Reviewers should summarize the "no" answers of the "A" prefixed questions with
those drawn from the Checklist for Review of Audit Engagements in the Summary
Checklist for Reviews of Audit Engagements. Reviewers should summarize the "G"
prefixed questions in the appropriate appendix at the end of each section in the
Summary Checklist.
Reviewers may adapt this checklist to fit specific engagements. If a not-forprofit entity is required to submit reports prepared in accordance with the
Single Audit Act, the reviewer should complete and attach Appendix B of this
checklist to the Checklist for Review of Audit Engagements of Not-for-Profit
Organizations, in lieu of the latter's Section III ("Audits of Governmental
Grantees"). In addition, certain entities which are neither governmental nor
not-for-profit organizations may have to submit reports prepared in accordance
with the Single Audit Act. In reviewing those engagements, reviewers should
complete and attach Sections I and III of this checklist to the Checklist for
Review of Audit Engagements.
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ENGAGEMENT PROFILE
Engagement Code No.

Office

Partner ____________

Date of Financial Statements*

Manager ____________

Date of Report _______________

Concurring Reviewer**

Date Report Released

The responsibility of this office involves reporting on:

(
(
(
(
(
(
(

Comprehensive Annual Financial Report (CAFR)
General Purpose Financial Statements (GPFS)
) Component Unit Financial Report (CUFR)
) Component Unit Financial Statements (CUFS)
) Special reports
) Other (explain)
) Internal Control and Compliance (pursuant to the Single Audit Act)
)
)

Was the work performed at the request of another office? Yes__ No__

Date that the fee for the prior year's engagement was paid _____________________
Key data reported on by this office for this engagement:

Total combined governmental fund type
revenues (Memorandum total)
Total combined proprietary fund type
revenues (Memorandum total)
Total combined assets (Memorandum total)
Total amount of federal assistance received***

$_______________
$
$
$_______________

General description of audited entity:
Complex or troublesome audit areas:
Audit hours on this engagement:

Total

Partner
Manager (or equivalent)
Senior
Concurring Reviewer**
Other
Total this office

_____
_____
_____
_____
_____
__

Total budgeted

_____

Prior to
Commencement
of Field Work

During
Field Work

After
Completion of
Field Work

To determine the applicability of all cross-referenced pronouncements, their
effective dates should be considered.
** Not applicable unless required by firm policy.
*** This amount should include "pass through" federal assistance received in
directly from another state or local government.

*

1/90

GE-5

LIST OF KEY AUDIT AREAS SELECTED BY REVIEWER

A reviewer is not required to look at all the working papers for a particular
engagement. The depth of the review is left to the judgment of the reviewers;
however, the review is directed primarily to the key areas of an engagement,
including complex or troublesome areas. Ordinarily, all key audit areas should
be reviewed. List below the key areas on this engagement and, if any key areas
are not reviewed, indicate the reasons for this omission. In completing this
checklist, all questions in Sections I, II, III and V should be answered in
addition to the key areas identified.

1.
2.
3.

4.
5.

6.
7.

8.
9.

10.

Date Engagement Review Performed __________________
Reviewer_____________________________________________
Date Checklist Reviewed
by Team Captain ___________________________________

Signature ____________________________________________
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CHECKLIST FOR REVIEW OF AUDIT ENGAGEMENTS
OF STATE OR LOCAL GOVERNMENTAL ENTITIES
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This checklist has been updated through
SAS No. 63, SFAS No. 102, FASB Inter
pretation No. 38, GASBS No. 8, and the GAO's
Government Auditing Standards
(1988 Revision).

GE-8

...

62

I. REPORT AND FINANCIAL STATEMENTS
NOTE:

This checklist is derived from the pronouncements of the Governmental
Accounting Standards Board (GASB), the U.S. General Accounting Office
(GAO) and the AICPA. For detailed information concerning these re
quirements, the reviewer may wish to consult the authoritative litera
ture of the above noted organizations as well as the AICPA financial
reporting aid, Disclosure Checklists and Illustrative Financial State
ments for State and Local Governmental Units. All "no" answers must be
thoroughly explained. If the firm has used its own report and finan
cial statement disclosure checklist on this engagement, it may be
reviewed in lieu of completing this checklist provided the reviewer has
determined that the firm's checklist is current, comprehensive, and
appropriate for the engagement.

References to professonal pronouncements have been provided in Sections I, II,
and III because of recent significant changes in governmental reporting and
auditing. The term "GAO" followed by the chapter and paragraph refers to
Government Auditing Standards (1988 Revision). The term "ASLGU" refers to the
AICPA Audit and Accounting Guide Audits of State and Local Governmental Units
(1986 Revised Edition).

Auditor's Reports

QUES. N/A***YES

Do(es) the auditor's report(s) on the general pur
pose or component unit financial statements include
all required matters concerning the financial posi
tion and results of financial operations of the
governmental unit and, where required, changes of
financial position of proprietary funds or cash
flows?

G101

Is the report dated in conformity with the require
ments of professional standards?

A101

If required by the circumstances, does the auditor's
report depart from the standard report and include
appropriate language describing the departure?

A103

If supplementary information, accompanies the basic
financial statements, does the auditor describe in
his report the degree of responsibility, if any, he
is taking?

A104

NO REF.

For engagements subject to Government Auditing
Standards, has the reviewer completed Appendix A?

*

The N/A column should be used when the item either does not exist or is not
material.

**

All "no" answers should be handled in either of the following ways:
(1)
discussed on an MFC with the MFC form number noted in the REF. column, or
(2) discussed on the pages provided at the end of this checklist if no MFC
was generated.
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QUES. N/A

For engagements subject to the Single Audit Act,
has the reviewer completed Appendix B?
Financial Statements and Footnotes

General

Are all financial statements suitably titled?

A111

Are the following general purpose or component unit
financial statements presented:

Combined Balance Sheet - All Fund Types and
Account Groups?

G102

Combined Statement of Revenues, Expenditures,
and Changes in Fund Balances - All Governmen
tal Fund Types and expendable trust funds?

G103

Combined Statement of Revenues, Expenditures,
and Changes in Fund Balances - Budget and
Actual - General and Special Revenue Fund
Types (and similar governmental fund types
for which annual budgets have been legally
adopted)?

G104

Combined Statement of Revenues, Expenses, and
Changes in Retained Earnings (or Equity) - All
Proprietary Fund Types and similar trust funds?

G105

Combined Statement of Changes in Financial
Position or Cash Flows - All Proprietary Fund
Types?

G106

Do the combined financial statements contain all
funds and account groups that comprise the reporting
entity, as defined in the footnotes?

G107

If totals by account are presented in the General
Purpose Financial Statements, are the totals noted
as memorandum only?

G108

If the auditor is expressing an opinion on summa
rized comparative information of the prior period,
does the prior period's information contain suffi
cient detail to constitute a fair presentation in
conformity with generally accepted accounting prin
ciples?

G109

Do interfund receivables equal interfund payables or
are the differences explained in the notes?

G110
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YES

NO

REF.

QUES. N/A

Are transfers to other funds recorded either as re
sidual equity or operating transfers, as appropriate?

Gill

Are special assessment receivables offset by de
ferred revenue?

G112

Are taxes and other similar receivables appropriate
ly recorded and disclosed net of uncollectible
receivables?

G113

If separate financial statements of a component unit
are issued, is the relationship of the component
unit to the reporting or oversight entity disclosed?

G114

If a general fund is presented:

Are the statements prepared on the modified
accrual basis?

G115

Are significant sources of general fund reve
nues disclosed?

G116

Are expenditures classified by function?

G117

If special revenue funds are presented:

Are the statements prepared on the modified
accrual basis?

G118

Do the statements disclose the significant
revenues and expenditures of each fund type?

G119

If debt service funds are presented:
Are the statements prepared on the modified
accrual basis?

G120

Do the statements disclose the significant
revenues and expenditures of each fund type?

G121

If capital project funds are presented:
Are the statements prepared on the modified
accrual basis?

G122

Do the statements disclose the significant
revenues and expenditures of each fund type?

G123

If enterprise funds are presented:
Are the statements prepared on the accrual
basis?
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G124

YES

NO

REF

Is the enterprise fund's liability for general
obligation and special assessment debt, if
any, included in the enterprise fund's finan
cial statements?

G125

Are the restricted assets, liabilities payable
from restricted assets, and portion of retained
earnings required to be segregated for debt
service separately disclosed?

G126

Is the amount of contributed assets by source
separately disclosed as contributions on the
balance sheet?

G127

Are operating and nonoperating revenues and
expenses separately classified? (Federal and
other grants for operations should be
recognized as nonoperating revenues.)

G128

If internal service funds are presented:

Are the statements prepared on the accrual
basis?

G129

Do the financial statements present the net
billings to other funds as revenues and the
related costs as expenses?

G130

Are long-term advances segregated from current
amounts payable to other funds?

G131

If nonexpendable and/or pension trust funds are
presented:

Are the statements prepared on the accrual
basis?

G132

Are the principal and income portions of trust
fund equity classified in accordance with the
trust document?

G133

If agency funds are presented:

Are the balance sheets prepared on the modified
accrual basis?

G134

If expendable trust funds are presented:

Are the statements prepared on the modified
accrual basis?
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G135

QUES. N/A
Do the financial statements disclose the signif
icant revenues and expenditures of each fund?

G136

If a general fixed assets account group is present
ed:
Are land, buildings, equipment, and
construction-in-progress separately classified?

G137

Where general fixed assets are depreciated,
does the statement show the accumulated
depreciation?

G138

If a general long-term debt account group is
presented:

Are general obligation term bonds and serial
bonds separately disclosed?

G139

Are other long-term liabilities (accrued
vacation, leases, workers' compensation, etc.)
separately disclosed?

G140

Questions G141 through G168 should be answered only
if the combining or individual fund financial
statements are presented as primary financial
statements. The reviewer should evaluate if the fund
statements were complete in presentation of each
fund or account group.
Are the following financial statements presented, if
necessary:

General fund:
Balance sheet?

G141

Statement of revenues, expenditures and
changes in fund balance?

G142

Statement of revenues, expenditures and
changes in fund balance - budget vs.
actual?

G143

Special revenue funds:

1/90

Balance sheet?

G144

Statement of revenues, expenditures and
changes in fund balance?

G145

GE-13

YES

NO REF.

QUES. N/A

Statement of revenues, expenditures and
changes in fund balances - budget vs.
actual?(l)

YES

NO

REF.

G146

Debt service funds:
Balance sheet?

G147

Statement of revenues, expenditures
and changes in fund balances?

G148

Statement of revenues, expenditures and
changes in fund balances - budget vs.
actual?(l)

G149

Capital project funds:

Balance sheet

G150

Statement of revenues, expenditures and
changes in fund balances?

G151

Statement of revenues, expenditures and
changes in fund balances - budgeted vs.
actual?(l)

G152

Enterprise funds:

Balance sheet?

G153

Statement of revenues, expenses and
changes in retained earnings?

G154

Statement of changes in financial
position or statement of cash flows?

G155

Internal service funds:
Balance sheet?

G156

Statement of revenues, expenses and
changes in retained earnings?

G157

Statement of changes in financial
position or statement of cash flows?

G158

Nonexpendable and pension trust funds:

G159

Balance sheet?

(1)

1/90

This question is applicable for those funds required to adopt a budget.
GE-14

QUES. N/A

Statement of revenues, expenses
and changes in fund balances?

G160

Statement of changes in financial
position or statement of cash flows?

G161

YES

NO REF.

Agency funds:
Balance Sheet?

G162

Combining statement of changes in assets
and liabilities, if appropriate?

G163

Expendable trust funds:

Balance sheet?

G164

Statement of revenues, expenditures and
changes in fund balances?

G165

Statement of revenues, expenditures and
changes in fund balances - budget vs.
actual?(2)

G166

If required, is a statement of general fixed assets
presented?

G167

If required, is a statement of general long-term
debt presented?

G168

Other Footnote Disclosures
Is the presentation appropriate and are disclosures
adequate regarding the following significant account
ing policies:
Definition of the governmental reporting entity,
the criteria used to determine the scope of the
reporting entity and specific reasons for
excluding agencies that meet those criteria?

G169

Basis of accounting applied to each fund?

G170

Revenue recognition policies, including:
Definitions of modified accrual basis as
to governmental fund types and of accrual
basis as to proprietary fund types?

(2)

1/90

G171

This question is applicable for those funds required to adopt a budget.
GE-15

QUES. N/A
Description of revenue sources that are
treated as "susceptible to accrual" under
the modified accrual basis and those that
are not?

G172

Accounting for fixed assets concerning:
Classification in proprietary funds or
general fixed assets account group?

G173

Valuation basis of fixed assets, including
capitalization policies for public domain
(infrastructure) general fixed assets?

G174

Depreciation methods and lives, including
whether depreciation is reported on
general fixed assets?

G175

Capitalization of interest costs during
construction?

G176

Method of accounting and reporting for encumbrances?

G177

Claims and judgments?

G178

Interfund eliminations not apparent?

G179

Long-term liabilities related to proprietary
funds, nonexpendable trust and pension funds,
and special assessment debt? (Long-term liabil
ities expected to be repaid from governmental
funds are accounted for in the General LongTerm Debt Account Group.)

G180

Valuation basis and significant or unusual
accounting treatment for other assets, liabil
ities, and fund equity?

G181

Significant accounting policies on expenditures?

G182

Statement that the "total" columns, if any, on
GPFS or CUFS are presented for analytical
purposes only?

G183

Basis on which each budget is prepared, in
cluding:
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Treatment of encumbrances?

G184

Whether appropriations lapse at year end?

G185

GE-16

YES

NO

REF.

QUES. N/A
Explanation of the differences, if any,
between the budgetary basis and accrual
or modified accrual basis used for finan
cial reporting of governmental funds?

G186

Whether presented budgetary information
has been amended?

G187

Separate summary of significant accounting
policies for discrete presentations?

G188

Is the presentation appropriate and are disclosures
adequate regarding the following:
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Classified balance sheets, where appropriate?

G189

Accounting changes?

A113

Retirement plans?

A131

Postretirement health care and life insurance
benefits?

A132

Deferred compensation plans adopted under IRC
457?

G190

Related party transactions?

A119

Nonmonetary transactions?

A122

Segment information for enterprise funds
(GASB 2500)?

A134

Capital and operating leases of lessees?

G191

Detail of the government's property tax calen
dar, including the lien, levy, due and collec
tion dates?

G192

Material noncompliance with finance-related
legal and contractual provisions, including
instances concerning budget amendments, expend
itures exceeding appropriations, and debt
exceeding legal limitations?

G193

Valuation allowances?

A138

Restricted cash, including compensating
balances?

A139

GE-17

YES

NO

REF.

QUES. N/A
Deposits with financial institutions and invest
ments, including risk categories, uninsured de
posits, and other disclosures required by GASB
No. 3?

G194

Terms or circumstances concerning repurchase
or reverse repurchase agreements?

G195

Receivables:

Loans or advances to other funds of the
governmental units?

G196

Taxes receivable?

G197

Grant and other receivables from other
governments?

G198

Effect of interest rates which do not
reflect market rates?

A144

Receivables related to troubled debt
restructurings?

A145

Other receivables?

A146

Inventories?

A147

Joint ventures and other investments?

G199

Pooled cash and investment accounts?

G200

Fixed assets, including changes during the
period and capitalized interest?

G201

Sales-type, direct financing, and operating
leases of lessors?

A150

Other assets, including intangible assets and
deferred charges?

A151

Pledged assets?

A152

Short-term liabilities expected to be
refinanced?

A154

Notes payable, bond, tax, and revenue anticipa
tion notes, and other debt:
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Maturities and rates?

A155

Other terms and covenants?

A156

GE-18

YES

NO

REF.

QUES. N/A
Special assessment debt and related
activities?

G202

Effect of interest rates which do not
reflect market rates?

A157

Effect of troubled debt restructurings?

A158

Effect of early extinguishment of debt?

A159

Loans or advances from other funds of the
governmental unit?

G203

Debt service requirements to maturity?

G204

Changes during the period including ad
vance refundings resulting in defeasance
of debt?

G205

Unpaid debt that has been fully defeased?

G206

Sinking fund contributions required as of
year end?

G207

Demand notes?

G208

Compensation for future absences and special
termination benefits for employees?

G209

Designation or reservations or other restric
tions of fund balances or retained earnings?

G210

Revenues, expenses and expenditures:
Grants, entitlements, and shared revenue?

G211

Investment income?

G212

Interest cost?

A175

Depreciation?

A177

Discontinued operations?

A189

With respect to contingencies and commitments:

1/90

Are loss contingencies disclosed and/or
accrued?

A123

Are construction commitments and other
significant commitments and contigencies,
adequately disclosed?

A124

GE-19

YES

NO

REF.

QUES. N/A

Deficit fund balances or retained earnings of
individual funds?

G213

Interfund receivables and payables?

G214

Are the nature and amount of inconsistencies in the
financial statements caused by transactions between
component units having different year ends properly
disclosed?

G215

Are the financial statements, where appropriate,
adjusted for the effects of subsequent events and do
they include disclosure of significant subsequent
events, whether or not adjustments were made?

G216

Other
Are the statement presentations and disclosures
generally consistent with GASB pronouncements and
the AICPA's Audits of State and Local Governmental
Units?

1/90

GE-20

A201

YES

NO

REF.

II.

GENERAL AUDIT PROCEDURES

QUES. N/A

YES

NO REF.

In planning the audit engagement, did the auditor
properly consider:
Matters affecting the industry in which the
entity operates, such as accounting practices,
economic conditions, laws and governmental
regulations and technological changes? (SAS
Nos. 22 and 63)

A202

Definition of the reporting entity indicating
the related organizations, functions, and activ
ities that are either included or excluded
from the financial statements in accordance with
GASB Cod. Sec. 2100?

G250

Preliminary judgment about materiality levels
for audit purposes? (SAS No. 47)

A204

Anticipated reliance on internal accounting
controls? (AU Section 311) (3)

A205

If SAS No. 53 was not applicable to this
engagement, conditions that may require
extension or modification of audit tests,
such as the possibility of material errors
or irregularities and management's ability
to override controls? (SAS No. 16)

A206

Factors affecting the continued functioning of
the government, such as legal limitations on
revenue, expenditures, or debt service?

G251

If the auditor succeeded a predecessor accountant,
did he:

(3)

1/90

Communicate with the predecessor accountant to
ascertain whether there were disagreements be
tween the predecessor accountant and the en
tity's management on accounting or auditing
matters and consider the implications of such
matters in accepting the client?

A207

Make other inquiries of the predecessor accoun
tant on significant matters?

A208

If early application of SAS No. 55 was elected, the reviewer should answer
this question "N/A" and answer Questions A216 through A220.

GE-21

QUES. N/A
Satisfy himself on the fair presentation of
opening balances, such as by reviewing the pre
decessor accountant’s working papers?

If consideration was given to the work of internal
auditors in determining the scope of the examination,
was it done in accordance with SAS No. 9?

A209

A210

If the engagement included work performed by joint
auditors or by another office, correspondent, or
affiliate of the firm:
Do the instructions to the other office or firm
appear adequate?

A211

Does it appear that the control exercised over
the work of others through supervision and
review was adequate?

A212

Was there appropriate follow-up of open matters?

A213

In those cases where another firm is used, were
appropriate inquiries made as to its indepen
dence and professional reputation?

A214

For a jointly signed audit report, are there in
dications that the auditor has conducted suffi
cient audit procedures to warrant signing the
report in an individual capacity (ASLGU, ch. 18,
par. 42)?

G252

If SAS No. 56 was applicable to this engagement
(either as a result of the SAS's effective date or
an early application of the SAS), did the auditor
use analytical procedures in planning the nature,
timing and extent of other audit procedures?

A215

If early application of SAS No. 55 was elected, did
the auditor:
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Obtain a sufficient understanding of each of
the three elements (control environment,
accounting system, and control procedures) of
the entity's internal control structure to
plan the audit?

A216

Document his understanding of each of the three
elements of the internal control structure?

A217

Document the conclusion that control risks are
at the maximum level for those financial state
ment assertions where control risk is assessed
at the maximum level?

A218

GE-22

YES

NO REF.

QUES. N/A
Document the basis for the conclusion (i.e.,
tests of controls) that the effectiveness of
the design and operation of internal control
structure policies and procedures supports
the assessed level of control risk when that
assessed level is below the maximum level?

A219

If early application of SAS No. 55 was elected,
and the user auditor has assessed control risk
below the maximum for an assertion, and that
assertion is dependent upon the application of
controls at a service organization, has the
auditor obtained and appropriately considered
a service auditor's report or performed tests
of operating effectiveness at the service
organization?

A220

If SAS No. 53 was applicable to this engagement
(either as a result of the SAS's effective date or
an early application of the SAS) did the auditor:

Make an assessment of the risk of material
misstatements of the financial statements,
including those resulting from violations of
laws and regulations that have a direct and
material effect on the determination of finan
cial statement amounts?

A221

Assess the risk of management misrepresentation
by reviewing information obtained about risk
factors and the internal control structure?

A222

Design the audit to provide reasonable assur
ance of detecting errors and irregularities
that are material to the financial statements?

A223

If SAS No. 55 was not elected:

Did the auditor obtain an understanding of the
entity's accounting system, including the con
trol environment and the flow of transactions?

A224

If after completing the preliminary phase of the
review the auditor decided not to rely on the
internal accounting control system to restrict
substantive tests, were his reasons for deciding
not to extend his review documented?

A225

If the system was relied on, did the auditor
document:
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GE-23

YES

NO REF.

QUES. N/A
The auditor's understanding of the system
and the basis for concluding on the
suitability of its design?

A226

The performance of compliance tests of
internal control procedures?

A227

The evaluation of deviations noted during
compliance testing?

A228

The consideration of the final evaluation
of internal accounting control in the
development of the audit program?

A229

If the client used EDP in significant accounting
applications, did the study and evaluation of
internal control include both general and appli
cation controls over EDP activities, including
those, if any, at a service organization?
(SAS Nos. 44 and 48)

A230

If the auditor relied on the internal accounting
controls at a service organization, was a ser
vice auditor's report obtained and appropriately
considered? (SAS No. 44)

A231

Was a written audit program prepared?

1/90

(SAS No. 22)

G253

If early application of SAS No. 55 was elected,
was the audit program responsive to the needs
of the engagement identified, and the under
standing of the internal control structure ob
tained, during the planning process?

A233

If early application of SAS No. 55 was not
elected, was the audit program responsive to the
needs of the engagement identified during the
planning process and in light of the strengths
and weaknesses of internal control? (SAS No. 1,
section 320)

A234

Was consideration given to applicable assertions
in developing audit objectives and in designing
substantive tests? (SAS No. 31, paragraphs 9
through 13)

A235

If conditions changed during the course of the
examination, was the audit program modified as
appropriate in the circumstances?

A236

Have all audit program procedures been signed?

A237

GE-24

YES

NO REF.

QUES. N/A
If statistical or nonstatistical sampling was used in
compliance tests of internal controls (under SAS No.
55, tests of controls) (SAS No. 39, paragraphs .32
through .42):
In your consideration of the adequacy of the
sample size, does it appear the firm gave appro
priate consideration to the specific objective
of the compliance test, tolerable rate,
allowable risk of overreliance, and likely rate
of deviations?

A238

Was the sample selected in such a way that it
could be expected to be representative of the
population?

A239

Were the results of the sample evaluated as to
their effect on the nature, timing and extent of
planned substantive procedures?

A240

In evaluating the sample, was appropriate con
sideration given to items for which the planned
compliance test or appropriate alternative pro
cedure could not be performed, for example, be
cause the documentation was missing?

A241

Was the documentation of the foregoing consider
ations in accordance with firm policy?

A242

If statistical or nonstatistical sampling was used
for substantive tests of details and tests of appli
cable laws and regulations, if appropriate (SAS No.
39, paragraphs .15 through .30):
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In your consideration of the adequacy of the
sample size, does it appear the firm gave
appropriate consideration to the specific audit
objective, tolerable error, acceptable level of
risk of incorrect acceptance, and characteris
tics of the population?

A243

Was the sample selected in such a way that it
could be expected to be representative of the
population?

A244

Were the error results of the sample projected
to the items from which the sample was selected?

A245

In evaluating the sample, was appropriate con
sideration given to items for which the planned
substantive tests or appropriate alternative
procedures could not be performed?

A246

GE-25

YES

NO REF.

QUES. N/A
In the evaluation of whether the financial
statements may be materially misstated, was
appropriate consideration given, in the aggre
gate, to projected error results from all audit
sampling applications and to known errors from
non-sampling applications?

A247

Was the documentation of the foregoing con
siderations in accordance with firm policy?

A248

YES

NO REF.

If SAS No. 56 was applicable to this engagement
(either as a result of the SAS’s effective date or
an early application of the SAS) did the auditor:

Consider the guidelines of SAS No. 56 in devel
oping, performing, and evaluating the results
of analytical procedures used as substantive
tests?

A249

Use analytical procedures in the overall review
stage of the audit?

A250

If SAS No. 56 was not applicable to this engagement,
were the guidelines of SAS No. 23 considered in the
performance of analytical review procedures,
including:
Investigating significant fluctuations?

A251

Evaluating the effects of the findings on the
scope of the examination?

A252

Has the auditor evaluated the reasonableness of
accounting estimates made by management?(4)

A253

Did the auditor obtain a timely and appropriate
letter of representation from management?
(SAS Nos. 19 and 63)

A254

Did the auditor obtain timely and appropriate re
sponses from the entity's attorney concerning liti
gation, claims, and assessments? (SAS No. 12)

A255

Have all questions, exceptions, or notes, posed
during the audit been resolved, including considera
tion of views obtained from responsible officials of
the entity concerning the auditor's findings?

A256

(4)
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The auditor has this responsibility under SAS No. 31, but has been given
more specific guidance in SAS No. 57.

GE-26

QUES. N/A

Does it appear that appropriate consideration was
given to all passed adjustments and to the risk that
the current period's financial statements are mate
rially misstated when prior-period likely errors are
considered with likely errors arising in the current
period? (SAS No. 47)

A257

If applicable, were adequate tests of compliance with
applicable laws and regulations that have a direct
and material effect on the financial statements per
formed and documented (SAS No. 63, pars. 15 and 20)?

G254

If SAS No. 53 was applicable to this engagement
(either as a result of the SAS's effective date or
an early application of the SAS) did the auditor:
Follow up on errors and irregularities in
accordance with SAS No. 53?

A258

Consider the implications of an irregularity in
relation to other aspects of the audit, in
cluding the reliability of the client's repre
sentations?

A259

Assure himself that the audit committee or
others with equivalent authority and responsi
bility had been adequately informed of all but
clearly inconsequential irregularities identi
fied during the engagement?

A260

When the auditor's procedures disclosed instances or
indications of illegal acts and SAS Nos. 54 and/or
63 were applicable to this engagement (either as a
result of the SAS's effective date or an early
application of the SAS), did the auditor:

1/90

Follow up on illegal acts having a direct and
material effect on the financial statements in
accordance with SAS No. 54, paragraph 5?

A261

Follow up on all other illegal acts in accor
dance with SAS No. 54, paragraph 7?

A262

Consider the implications of a detected illegal
act in relation to other aspects of the audit,
including the reliability of the client's repre
sentations?

A263

Assure himself that the audit committee or
others with equivalent authority and responsi
bility had been adequately informed with respect
to all but clearly inconsequential illegal acts
identified during the audit?

A264

GE-27

YES

NO REF

QUES. N/A

Communicate directly with the audit committee
if the illegal act involved senior management
and document that communication?

YES

NO REF.

A265

If evidence exists of situations or transactions
that could be indicative of errors, irregularities,
or illegal acts, did the auditor:
Either obtain management's approval to extend
audit steps and procedures to identify the
effect on the entity's financial statements or
consider issuing a disclaimer of opinion be
cause of a scope limitation and disclose any
reservations regarding compliance with appli
cable laws and regulations?

G255

Give prompt notice to the appropriate manage
ment officials above the level of involvement?

G256

If SAS No. 59 was applicable to this engagement
(either as a result of the SAS's effective date or
an early application of the SAS), did the auditor
evaluate whether there was substantial doubt about
the entity's ability to continue as a going concern
for a reasonable period of time?

A267

Were all material instances of weaknesses in inter
nal controls and all identified instances of noncom
pliance with applicable laws and regulations:
Adequately evaluated and documented?

G257

Appropriately reported in accordance with
the applicable standards (SAS No. 20, GAO's
Standards for Audit, pp. 28-29 and OMB A-128,
paragraph 13)?

G258

If the auditor, subsequent to the date of his report,
became aware of facts which may have existed at that
date and which might have affected his report had he
then been aware of such facts, did he consider the
guidance in SAS No. 1, Section 561, in determining
an appropriate course of action, and does the matter
appear to be properly resolved?(5)

A273

(5) This question also applies to circumstances when, subsequent to the date of
the audit report on the general purpose financial statements, the auditor, while
performing procedures to support the other reports required by the Single Audit
Act, identifies additional information that existed at the report date.
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GE-28

QUES. N/A
If there is an indication that the auditor, sub
sequent to the date of his report, concluded that
one or more auditing procedures considered necessary
at the time of his audit of the financial statements
in the then existing circumstances were omitted from
his audit, did he consider the guidance in SAS No.
46 (AU Section 390) in determining an appropriate
course of action, and does the matter appear to be
properly resolved?
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GE-29

A274

YES

NO

REF.

1/90

GE-30

III.WORKING PAPER AREAS
NOTE:

In the key audit areas reviewed, the reviewer should evaluate whether
the reviewed firm has obtained sufficient competent evidential matter
to form conclusions concerning the validity of the assertions of
material significance embodied in the financial statements as described
in SAS No. 31. The questions contained in each section represent some
of the audit procedures or tests that the reviewed firm might have
undertaken to form conclusions in support of financial statement asser
tions of material significance. If an audit area is not reviewed
because it does not represent a key area for that engagement, the
reviewer should place an "X" in the box above the name of the working
paper area.
(As indicated on page GE-6, the reviewer should indicate
the reason(s) for not reviewing a key audit area; in such circumstances,
the reviewer should not place an "X" above the area.)

□

QUES. N/A

Cash
Were bank accounts confirmed and were reconciling
items existing at the balance sheet date cleared by
reference to subsequent statements obtained directly
from the bank (or obtained from the client and
appropriately tested)?

A301

Was due consideration given to cash transactions
shortly before and shortly after the balance sheet
date to determine that transactions were recorded in
the proper period?

A302

Do the working papers indicate that the following
were considered:
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Restrictions on cash balances?

A303

Confirmation of bank credit arrangements such
as compensating balances?

A304

Confirmation of liabilities and contingent
liabilities to banks?

A305

Approval of interfund cash transactions?

G301

Verification of collateral required of deposi
tory institutions for public funds?

G302

Compliance with the laws and regulations
governing the deposit of public funds?

G303

Determination that all cash accounts have been
identified and appropriately recorded?

G304

GE-31

YES

NO REF.

QUES. N/A

Review of repurchase security transactions
for consistency with the disclosures of the
terms or circumstances of the transactions?

G305

Based on the evaluation of internal accounting con
trol, or, if early application of SAS No. 55 was
elected, based on the assessment of control risk, do
the substantive tests of cash appear adequate?

A306

□
Receivables

Were accounts receivable confirmed and appropriate
follow-up steps taken, including second requests and
alternate procedures?

A307

If confirmation work was performed prior to year end,
is there evidence that there was an adequate review
of transactions from the confirmation date to the
balance sheet date?

A308

If a significant number and amount of accounts re
ceivable were not confirmed, is there evidence that
other auditing procedures were performed?

A309

Were significant notes receivable confirmed as of
the balance sheet date?

A310

Were the results of confirmation and alternative
procedures summarized and were appropriate conclu
sions drawn in the working papers?

A311

Was collateral (if any) for receivables examined with
respect to existence, ownership and value?

A312

Were procedures performed to provide evidence that
taxes receivable and the related revenues were
recorded in the correct period?

G406

Were adequate tests of discounts and allowances
made?

A313

Was the reasonableness of allowances for doubtful
accounts covered in the working papers and collectability of receivables, including interfund receiv
ables, adequately considered?

A314

Is there evidence in the working papers that inquiry
was made and consideration given to whether receiv
ables are pledged, assigned or otherwise encumbered?

A315

1/90

GE-32

YES

NO REF.

QUES. N/A
Was receivable work coordinated with tests of
revenues, including cut-off tests?

A316

Were procedures performed to verify whether the
carrying value of notes receivable reflects the pres
ent value of the consideration given and the appro
priate interest rate?

A317

Based on the evaluation of internal accounting con
trol, or, if early application of SAS No. 55 was
elected, based on the assessment of control risk, do
the substantive tests of receivables appear adequate?

A318

□
Inventories
Do the working papers indicate that a lower of cost
or market test (including consideration of obsolete
or slow-moving inventory) was performed?

A328

Do the working papers indicate that there were
adequate tests of:
Physical observation, if material?

G307

The clerical accuracy of the compilation of the
inventory?

A324

Costing methods and substantiation of costs used
in pricing all elements (raw material, work-inprocess and finished goods) of the inventory?

A325

Were the results of inventory observations and other
tests summarized and were appropriate conclusions
drawn?

A326

Based on the evaluation of internal accounting con
trol, or, if early application of SAS No. 55 was
elected, based on the assessment of control risk, do
the substantive tests of inventory appear adequate?

A333

□

Investments
Was a summary schedule prepared (or obtained) and
details examined with respect to description, pur
chase price and date, changes during the period, in
come, market value, etc., of investments?
Were all securities either examined or confirmed?
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GE-33

A334

YES

NO REF.

QUES. N/A
Were gains and losses on disposition of securities
properly computed?

A336

Do the working papers reflect consideration of the
appropriateness of carrying values of securities
and their classification?

A337

Were investigations of the carrying value and
possible impairment of the carrying value of
long-term investments made?

A338

Do the working papers reflect consideration that in
vestments were pledged, restricted, or had limita
tions on immediate use?

A339

For joint
equity or
and other
presented

venture investments (accounted for on the
other method), were financial statements
information reviewed to support the amounts
and the related footnote disclosures?

G308

Was a review made to determine whether the invest
ments are of the types authorized by law or comply
with the applicable statutes and investment
policies?

G309

Were income, gains and losses from investments ex
amined for proper allocation to the individual
funds?

G310

For repurchase and reverse repurchase agreements,
were appropriate audit procedures performed (e.g.,
confirmation, inspection of collateral)?

A341

□

Prepaid Expenses, Intangible Assets, Deferred
Charges, etc.

Were adequate tests made and/or confirmations
received for all material:
Prepaid expenses?

A342

Intangible assets?

A343

Deferred charges?

A344

Other?

A345

Is there adequate support for the deferral and
amortization (or lack thereof) of these types of
assets?
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GE-34

A347

YES

NO REF.

QUES. N/A

□
Fixed Assets

Was a summary schedule by source prepared (or obtain
ed) to show beginning balances, changes during the
period and ending balances for:

Property, plant and equipment?

A349

Accumulated depreciation (where applicable)?

A350

Do tests appear adequate and were proper conclusions
drawn with respect to:

Additions (by the examination of supporting
documents and/or physical inspection)?

A351

Retirements, etc. (including examination of
miscellaneous income, scrap sales?

A352

The adequacy of current and accumulated provi
sions for depreciation (where applicable)?

A353

Status of idle facilities?

A354

Do working papers indicate that the auditor consi
dered the possibility that property was subject to
liens?

A355

Was a review made to determine that capital expen
ditures are classified in the proper fund accounts
and made in accordance with budgetary requirements?

G311

Based on the evaluation of internal accounting con
trol, or, if early application of SAS No. 55 was
elected, based on the assessment of control risk do
the substantive tests of property, plant and equipappear adequate?

A356

□
Liabilities

Were accounts and warrants payable adequately tested
for propriety?

A357

Were liabilities properly classified as current or
long-term at the balance sheet date?

A358

Was an adequate search performed for unrecorded
liabilities at the balance sheet date?

A359
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YES

NO REF.

QUES. N/A
Was the payables work coordinated with the testing
of the purchases cut-off?

A360

Was consideration given to expenditures and expenses
that might require accrual (e.g., pensions, compen
sated absences), and to whether accrued expenses were
reasonably stated?

A361

Were procedures performed to determine whether de
ferred compensation plans are appropriately dis
closed? (GASBS No. 2)

G312

Were significant notes and bonds payable, together
with interest rates and repayment periods, etc.,
confirmed?

A362

Were audit procedures performed to verify whether
the carrying value of debt obligations reflects the
present value of the consideration received and the
appropriate interest rates?

A363

Is there evidence of testing of the company's
compliance with covenants to debt obligations?

A364

Was an examination made to determine that:
New debt issues are properly issued as required
by the state constitution or state/local statute
and are recorded in the correct fund and/or
account group?

G313

Debt restrictions, guarantees and other debt
commitments are properly disclosed?

G314

Do the tests of interfund borrowings appear adequate
with respect to:

Legal restrictions, if any, on such borrowings?

G315

Authorization?

G316

Classification?

G317

Appropriateness of interest accruals and pay
ments?

G318

Based on the evaluation of internal accounting con
trol, or, if early application of SAS No. 55 was
elected, based on the assessment of control risk,
do the substantive tests of liabilities appear
adequate?
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A365

YES

NO REF.

QUES. N/A

□
Deferred Revenue

Do the working papers reflect consideration of
whether the basis of deferring revenue is reasonable
and consistent with restrictions imposed by the
grantor or by the special assessment?

A366
&
A367

Was consideration given to matching requirements,
if any?

G419

□

Commitments and Contingencies
Do the working papers include indication of the
following:

Inspection of minutes of meetings of the over
sight unit, provisions of the governmental
unit's charter, and applicable statutes and
changes therein?

A372

Inspection of contracts, loan agreements, leases
and correspondence from taxing and other govern
mental agencies, and similar documents?

A373

Accumulation and analysis of confirmation re
sponses from banks and lawyers?

A374

Inquiry and discussion with management including
management's written representations concerning
liabilities and litigation, claims, assessments,
and regulatory requirements as applicable?

A375

Consideration of prior audits of federal finan
cial assistance programs that disclosed ques
tionable or disallowed costs, or instances of
noncompliance?

G320

Inspection of long-term contracts with non
governmental entities, such as construction
contractors?

G321

Is there indication that procedures were performed to
uncover the need for recording or disclosing events
subsequent to the date of the financial statements?
(SAS No. 1, sections 560.10, 560.11 and 560.12)

A377
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YES

NO REF

QUES. N/A

Have all material contingencies been properly consi
dered, documented, and reported (SFAS No. 5 and GASB
Cod. Sec. C50)?

A378

□
Fund Equity
Where applicable, were authorizations of changes in
reserves and designated balances examined?

G322

Do the working papers indicate that there were appro
priate inquiries, where applicable, as to proper
classification, description and disclosures of com
ponents of fund equity?

G323

Do the working papers indicate that fund transfers
were properly approved and recorded?

G324

□
Revenues and Expenditures/Expenses

Were revenues and expenditures and/or expenses for
the period compared to the budget and the preceding
period and reviewed for reasonableness and were
significant variances and fluctuations explained?

A383

Was adequate consideration given to:

The entity's revenue recognition policy?

A384

Income recognition on transactions where the
earnings process was not complete?

A385

Do the working papers indicate that revenues and
interfund transactions were recognized in the
accounting period in which they became available and
measurable under the applicable basis of accounting?

G325

Do the working papers indicate that the auditor con
sidered the effect of program income on federal
grants and any related activities?

G326

Has it been determined that:
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Expenditures are in accordance with the
approved budget as to amounts and purpose?

G327

Encumbrances are properly identified, supported
and recorded?

G328
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YES

NO REF

QUES. N/A

Indirect cost allocations are in accordance
with OMB A-87?

G329

Were tests of payrolls, including account distribu
tion, made?

A381

Concerning pension plans, do the tests made of
the expenses and liabilities appear adequate?

A382

If the entity is reimbursed by a third party for
costs incurred in connection with providing services
to others:

Were pertinent sections of significant thirdparty contracts reviewed to determine the basis
for reimbursement?

G330

Were cost reimbursement reports and the under
lying support reviewed?

G331

Were appropriate allocations made of indirect
costs among the entity's programs?

G332

Was the effect of audits, either required or
performed by third party grantors, considered?

G333

If grants are awarded to other organizations, did
the auditor review:

The classification of the grants?

G334

The effects of the grantees' compliance or noncompliance with performance requirements?

G435

Based upon the evaluation of internal accounting
control, or, if early application of SAS No. 55 was
elected, based on the assessment of control risk,
did the substantive tests (review, analysis, and
testing) of revenues and expenditures/expenses
appear adequate?

A388

□
Other
Have leases been examined to determine that capital,
sales, and direct financing leases have been prop
erly accounted for? (GASB Cod. Sec. L20)

A389

Were appropriate procedures applied to supplementary
information?

A390
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YES

NO REF.

QUES. N/A
If the work of a specialist was used, did the auditor
apply the guidance in SAS No. 11 par. 9 through .12?

A393

Were specific procedures applied for determining the
existence of related parties and examining identi
fied related party transactions? (SAS No. 45)

A394
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YES

NO

REF

IV.

FUNCTIONAL AREAS

Independence

QUES. N/A

If any evidence was noted during the review that may
indicate a lack of independence (including a lack of
objectivity), was the matter identified and appropri
ately resolved by the firm and its impact appropri
ately considered?(6)

A501

Was timely and appropriate assurance of independence
obtained from other firms engaged to audit segments
or component units of the entity?

A503

Were the fees for the prior year’s services paid
prior to issuance of the report for the current
engagement?

A504

YES

NO REF.

Assigning Personnel to Engagements
Were scheduling and staffing requirements identified
on a timely basis and approved by appropriate
personnel?

A506

Does it appear that engagement personnel possessed an
appropriate mix of experience and training in rela
tion to the complexity or other requirements of the
engagement and the extent of supervision provided?

A507

Consultation
Was there appropriate consultation and documentation:

In situations specified by firm policy?

A508

Where the complexity or unusual nature of the
issue warranted it?

A509

Were the firm's conclusions consistent with profes
sional standards?

A510

If the engagement records indicated a difference of
opinion between engagement personnel and a specialist
or other consultant, was the difference resolved in
accordance with firm policy and was the basis of the
resolution appropriately documented?

A511

(6) Government Auditing Standards (ch. 3, pars. 11 to 25) discusses indepen
dence issues regarding governmental audits, including examples of both personal
and external impairments in addition to those described in the AICPA Code of
Professional Conduct.
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QUES. N/A
Supervision
Were appropriate and knowledgeable engagement per
sonnel involved 1n the planning process?

A512

Does it appear that audit planning was adequately
documented in the working papers, including any
changes in the original plan?

A513

Did the partner (or manager) approve the overall
audit plan (including the audit program) as the final
planning step and convey his approval or modifica
tions to the engagement staff?

A514

Does it appear that the hours charged by the partner,
manager, and, where applicable, by the concurring
reviewer were adequate and appropriately timed to
provide for planning and supervision as the job
progressed?

A515

Were all forms, checklists, or questionnaires, if any,
required by firm policy for the following areas
adequately completed and modified, where appropriate,
for the engagement:
Planning checklist?

A516

Review of internal control structure:
Manual system?

A517

EDP system?

A518

Audit work programs?

A519

Financial statement disclosures?

A520

Working papers and financial statement reviews?

A521

If standardized forms, etc., were not used for any of
the above areas, is there adequate documentation of
these areas?

A522

Were the firm's guidelines for the form and content
of audit working papers complied with?

A523

Were differences of professional opinion between en
gagement personnel resolved in accordance with firm
policy?

A524
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YES

NO

REF.

QUES. N/A
If used, were scientific audit tools (e.g., computer
auditing, statistical sampling) properly evaluated by
persons with training in these areas? (SAS No. 48)

A525

If required by firm policy, was an appropriate pre
issuance review made of the working papers, report,
and financial statements by a person whose position
in the firm is commensurate with that responsibility,
to determine that the work performed was complete and
conformed to professional standards and firm policy,
and was that review documented?

A526

YES

NO

REF

Advancement
If required by firm policy, was the staff on this
engagement appropriately evaluated?

A527

Acceptance and Continuance of Clients

Does it appear that the firm’s guidelines for accep
tance and continuance of clients were complied with?

A528

Professional Development

Did the personnel assigned to this engagement appear
to be appropriately familiar with the applicable pro
fessional pronouncements (FASB, GASB, AICPA, etc.)?
(7)

A529

(7) Government Auditing Standards (page 3-2) requires all auditors participa
ting in audits conducted in accordance with Government Auditing Standards to
complete 80 hours of continuing professional education every two years, with at
least 20 hours completed each year. During that two year period, individuals
responsible for supervising or conducting substantial portions of the field
work, or reporting on the government audit are required to complete at least 24
hours of continuing professional education in subjects directly related to the
government environment and government auditing. Auditors must meet this
requirement by December 31, 1990.
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V.

APPENDIX A - QUESTIONS FOR USE WHEN THE ENGAGEMENT
IS SUBJECT TO GOVERNMENT AUDITING STANDARDS

QUES. N/A
Questions for use on engagements for which SAS No.
63 and the Government Auditing Standards were not
yet effective and had not been adopted early.

If the engagement did not meet the above criteria,
the reviewer should place an "X" in the box below.

□ Not applicable
If required or deemed necessary, is there any indi
cation that the firm considered the entity's audit
requirements and agreed on the scope of the engage
ment with the entity?

G401

Does the language in the auditor's report(s) conform
with professional standards, including references to
the GAO's Standards for Audits, and appropriately
cover the following for the entity as a whole:

G402

Internal accounting control based solely on a
study and evaluation made as part of the audit
of the financial statements?

G403

Compliance with finance-related legal and con
tractual provisions, including a summary of
questioned costs and/or instances of
noncompliance?

G404

If appropriate, was the scope section of the reports
properly modified to disclose that an applicable
government auditing standard was not followed, the
reasons therefore, and the known effect of not fol
lowing the standard on the audit results?

G405

When appropriate, did the auditor issue a separate
report on fraud, abuse, or illegal act, or indica
tions of such acts?

G406

Did the report(s) disclose the status of all known,
but uncorrected significant or material findings and
recommendations from the prior audits that affect
current audit objectives?

G407

If required by contractual obligations, were the
findings presented in accordance with the guidance
in the GAO's Standards for Audit regarding reporting
on economy and efficiency audits and program result
audits?

G408
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YES

NO REF.

QUES. N/A
Questions for use on engagements when the 1988
Revision of Government Auditing Standards and
SAS No. 63 are applicable either as a result of
the effective dates or early application.

If the engagement did not meet the above criteria,
the reviewer should place an "X" in the box below.
□ Not applicable

If required or deemed necessary, is there any indi
cation that the firm considered the entity's re
quirements and agreed on the scope of the engagement
with the entity? (GAO, ch. 4, par. 5)

G409

Does the language in the auditor's reports conform
with professional standards, including references to
Government Auditing Standards (GAO, ch. 5, par. 3)
and appropriately cover the following for the entity
as a whole:

G410

The internal control structure related matters
based solely on the auditor's understanding of
the internal control structure and assessment
of control risk made as part of the audit of
the financial statements (GAO, ch. 5, par. 17)
that includes, when appropriate:

1/90

G411

The controls that were evaluated? (GAO,
ch. 5, par. 17)

G412

The controls for which consideration was
limited? (GAO, ch. 5, par. 20)

G413

If applicable, the reasons why no study of
internal controls was made? (GAO, ch. 5,
pars. 19 and 20)

G414

Reference to a separate letter, if applicable,
describing identified nonreportable conditions?
(GAO, ch. 5, par. 25)

G415

Which matters are reportable conditions
and which of the reportable conditions are
material weaknesses? (GAO, ch. 5, par. 23)

G416

Compliance with applicable laws and regula
tions, including a summary of all material in
stances of noncompliance and/or instances or
indications of illegal acts (SAS No. 63, par.
18, and GAO, ch. 5, par. 5) that includes, when
appropriate:

G417
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YES

NO REF

QUES. N/A
A presentation of a reasonable basis for
the auditor's conclusion not to perform
tests of compliance and omission of a
statement of positive assurance on items
tested for compliance with laws and regu
lations? (SAS No. 63, par. 23 and GAO, ch.
5, par. 6)

G418

Presentation of material instances of noncompliance with laws and regulations in
accordance with the guidance in Government
Auditing Standards regarding reporting on
performance audits and issuance of a re
port on compliance?

G419

Reference to a separate letter, if appli
cable, describing immaterial instances of
noncompliance? (SAS No. 63, par. 27)

G420

If appropriate, was the scope section of the reports
properly modified to disclose that an applicable
government auditing standard was not followed, the
reasons therefore, and the known effect of not fol
lowing the standard on the audit results?

G421

When appropriate, did the auditor issue a separate
report on fraud, abuse, or illegal act, or indica
tions of such acts? (SAS Nos. 63, par. 29)

G422

Did the report(s) disclose the status of all known,
but uncorrected significant or material findings and
recommendations from prior audits that affect cur
rent audit objectives? (SAS No. 63, par. 17, fn. 9)

G423

Did the auditor document his communication of those
nonreportable conditions in the internal control
structure not included in the required reports? (SAS
No. 63, pars. 35 and 36 and GAO, ch. 5, par. 25)

G424

If required by contractual obligations, were find
ings presented in accordance with the guidance in
the Government Auditing Standards regarding report
ing on performance audits and program result audit?

G425

Do the working papers include a cross-referenced au
dit program with adequate indexing and cross-refer
encing to schedules, and are the working papers
signed by the preparer? (GAO, ch. 4, par. 22)

G426
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YES

NO REF.

1/90

GE-48

VI.

NOTE:

APPENDIX B - QUESTIONS FOR USE WHEN THE ENGAGEMENT
IS SUBJECT TO THE SINGLE AUDIT ACT OF 1984

Reports mentioned in Appendix B are in addition to those indicated
previously in Appendix A.
QUES. N/A

Does the language in the auditor’s reports conform
with professional standards, including references
to Government Auditing Standards and OMB Circular
A-128?

G501

Do the Single Audit Act Reports also include:

Auditor's report on the schedule of federal fi
nancial assistance? (ASLGU, Ch. 23, par. 18)

G502

Auditor's report on internal controls over fed
eral financial assistance program identifying
the entity's internal control structure and
those controls designed to provide reasonable
assurance that federal programs are being man
aged in compliance with laws and regulations
including (ASLGU, Ch. 23, par. 24):

G503

The controls that were evaluated?

G504

The controls that were not evaluated?

G505

The material weaknesses identified as a
result of the evaluation?

G506

If applicable, the reasons why no study
of internal controls was made?

G507

If SAS No. 63 was applicable to this engagement
(either as a result of the SAS's effective date
or an early application of the SAS), are the
following reports, where applicable, included
(SAS No. 63, App. B):

Major programs - compliance reports:
An opinion that the entity complied, in all ma
terial respects, with specific requirements
that, if not complied with, could have a mate
rial effect on a major federal financial assis
tance program? (SAS No. 63, par. 73)
A statement of positive assurance with respect

to the items tested and a statement of negative
assurance on those items not tested concerning
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G508

YES

NO REF.

QUES. N/A

material instances of noncompliance with the
general requirements relating to major pro
grams? (SAS No. 63, par. 83)

G509

When appropriate, did the auditor issue either
a qualified or adverse report on compliance,
which presented material instances of noncom
pliance with laws and regulations in accordance
with the guidance in Government Auditing Stan
dards regarding reporting on performance au
dits? (SAS No. 63, pars. 83f and 72)

G510

Nonmajor programs - compliance report:
A statement of positive assurance with respect
to those items tested and negative assurance on
those items not tested concerning material in
stances of noncompliance with specific require
ments of nonmajor programs? (SAS No. 63, par.
87)

G511

If SAS No. 63 was not applicable to this engagement
are the following reports, where applicable,
included:
Major programs - compliance report:

An opinion that the entity administered each of
its major federal financial assistance programs
in compliance with laws and regulations,
including compliance with laws and regulations
pertaining to financial reports and claims for
advances and reimbursements? (ASLGU, ch. 23,
par. 21)

G512

Nonmajor programs - compliance report:
A statement of positive assurance with respect
to those items tested for compliance with laws
and regulations, including compliance with laws
and regulations pertaining to financial reports
and claims for advances and reimbursements?
(ASLGU, ch. 23, par. 22)

G513

Negative assurance on those items not tested?

G514

When applicable, does the schedule of findings
and questioned costs include the following
(ASLGU, ch. 23, par. 16):
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YES

NO REF.

QUES. N/A
A summary of all instances of noncompliance in
cluding to the extent available, information as
to the conditions found, criteria, effect and
cause?

G515

Extent of noncompliance related to the number
of cases and the dollar amount questioned?

G516

An identification of total amounts questioned,
if any, for each financial assistance award, as
a result of noncompliance?

G517

Did the auditor, by reviewing contract files and re
ceipts and disbursements, obtain reasonable assur
ance that the entity appropriately identified all
federal financial assistance and included that as
sistance within the audit scope? (SAS No. 63, par.
46)

G518

Does the schedule of federal financial assistance
program expenditures present the following:
Identification of each program as indicated in
the Catalog of Federal Domestic Assistance
(CFDA)?

G519

Other federal assistance from programs not in
cluded in the CFDA?

G520

Total expenditures for each federal financial
assistance program by grantor, department, or
agency?

G521

Total federal financial assistance?

G522

Other information, either required by federal
program managers or otherwise deemed
appropriate?

G523

Was consideration given to the accounting and audit
ing guidance issued by the Office of Management and
Budget, including Circulars A-128 (Audits of State
and Local Governments), A-87 (Cost Principles Appli
cable to Grants and Contracts), and A-102 (Uniform
Requirements for Assistance to State and Local
Governments)?

G524

Do the working papers indicate that consideration
was given to prior audits of government financial
assistance programs that disclosed questioned or
disallowed costs, or instances of noncompliance (SAS
No. 63, par. 17, fn. 9 and GAO, ch. 3, par. 41)?

G525
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YES

NO REF.

QUES. N/A
Did the auditor perform the required level of inter
nal control review, to include:
The study and evaluation of those internal con
trol systems, used in administering major fed
eral financial assistance programs, comparable
to that which the auditor would perform if he
intended to rely on all existing control cycles
to restrict the extent of substantive testing?
(ASLGU, ch. 21, par. 11)

G526

If warranted, the study and evaluation of the
systems, used in administering non-major
programs, to the same extent as in Question
G526 above so that controls over at least 50
percent of total federal financial assistance
program expenditures are studied and evaluated?
(ASLGU, ch. 21, par. 12)

G527

Perform a preliminary review of internal con
trol for the systems used in administering
other non-major federal financial assistance
programs? (ASLGU, ch. 21, par. 13)

G528

For those programs where the study and evaluation of
internal control systems did not extend beyond the
preliminary review phase, do the working papers
document:

Procedures used to perform the preliminary
review?

G529

Reasons why the review was not extended?

G530

For the categories of controls for which the full
study and evaluation were performed:
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Do the working papers document the auditor's
understanding of the systems?

G531

Were compliance tests (tests of controls if SAS
No. 55 was adopted) performed for these
systems?

G532

In the judgment of the reviewer, were the na
ture and extent of compliance tests (tests of
controls) sufficient to enable the auditor to
determine if the appropriate policies and pro
cedures were being applied as described?

G533
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YES

NO REF.

QUES. N/A

Did the auditor include the recipient's system
for ensuring subrecipients’ compliance and ob
taining and acting on subrecipients' audit re
ports? (ASLGU, ch. 21, par. 36)

G534

Do the working papers adequately document the
work performed and the conclusions reached?
(SAS No. 55)

G535

In determining whether the entity complied with ap
plicable laws and regulations that may have a ma
terial effect on each major federal financial assis
tance program, did the auditor:

Consult appropriate sources, such as the Com
pliance Supplement for Single Audits of State
and Local Governments, statutes, regulations,
and agreements covering individual programs, in
order to identify the specific compliance re
quirements that apply to each major program and
to determine which requirements to test? (SAS
No. 63, pars. 49 and 53)

G536

Consider materiality in relation to each major
federal assistance program? (SAS No. 63, pars.
47 and 48)

G537

Select a representative number of charges from
each major program? (ASLGU ch. 5, par. 5.5)

G538

Perform and document tests to determine whether
(SAS No. 63, par. 49 and GAO, ch. 4, par. 22):
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The amounts reported as expenditures were
allowable under federal regulations and
contracts?

G539

Only eligible persons or organizations
received services or benefits?

G540

Matching requirements were met?

G541

Federal financial reports and claims for
advances and reimbursements were supported
by the records supporting the financial
statements?

G542

The entity complied with other provisions
for which federal agencies have determined
that noncompliance could materially affect
the program?

G543
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YES

NO REF.

QUES. N/A
Perform and document tests to determine whether
the entity complied with each of the general
requirements contained in the compliance sup
plement concerning (SAS No. 63, par. 80 and
GAO, ch. 4, par. 22):

Political activity?

G544

Civil rights?

G545

Davis-Bacon Act?

G546

Cash management?

G547

Relocation of assistance and real property
acquisition?

G548

Federal financial reports?

G549

Consider projected questioned costs from all
audit sampling applications and all specifi
cally identified questioned costs? (SAS No. 63,
par. 69-71)

G550

Consider whether the tests of compliance with
the program's requirements appear adequate to
support the report(s) on compliance? (SAS No.
63, par. 20 and GAO, ch. 4, par. 13 and 14)

G551

Did the auditor properly consider the potential ef
fects of instances of noncompliance and questioned
costs in reporting on the entity's financial state
ments and individual financial assistance programs?
(OMB Cir. A-128, Questions and Answers, par. 20)

G552

Where transactions related to non-major federal fi
nancial assistance programs have been selected
during other audit procedures, have they been appro
priately tested for compliance with the specific re
quirements that apply to the individual transactions
so tested? (SAS No. 63, pars. 85 and 88)

G553

If warranted, did the auditor communicate with the
cognizant agency to avoid or minimize any disagree
ments or problems? (ASLGU, ch. 21, pars. 40 and 41)

G554

Did the auditor submit the report(s) to the organi
zation audited and to those requiring or arranging
for the audit within the required time? (GAO, ch. 5,
par. 34)

G555
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YES

NO REF

QUES. N/A

Has the auditor established policies or procedures
for complying with the additional requirements con
cerning (ASLGU, ch. 21, par. 27):
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Retaining working papers and reports for a
minimum of three years from the date of the
audit report, unless the auditor is notified
in writing by the cognizant agency to extend
the retention period?

G556

Making the working papers available upon re
quest to the cognizant agency or its designee
or the GAO, at the completion of the audit?

G557
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YES

NO REF.

VII.

EXPLANATION OF "NO" ANSWERS AND OTHER COMMENTS

The following pages are provided for your comments on all "no" answers for which
an MFC form was not generated or to expand upon any of the "yes" answers. All
"no" answers must be thoroughly explained and reviewed with the engagement
partner.

Page
Number

*

1/90

Question
Number

__________ Explanatory Comments_______________

Disposition
of Comments*

The nature of the disposition of comments may vary, such as:

o

Note "resolved" and the manner of resolution.

o

Note "not significant" to indicate a "no" answer is appropriate but that
the matter is not significant enough to warrant the preparation of an
MFC form.

GE-56

Page
Number
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Question
Number

Explanatory Comments

GE-57

Disposition
of Comments

Page
Number

1/90

Question
Number

Explanatory Comments

GE-58

Disposition
of Comments

Page
Number
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Question
Number

Explanatory Comments

GE-59

Disposition
of Comments

VIII.

CONCLUSIONS

EXPLAIN BELOW THE REASONS FOR ANY "YES" ANSWERS.

BE SPECIFIC.

Based on the work performed, did anything come to your attention
that caused you to believe that:
1.

2.

3.

4.

5.

The firm did not perform the engagement in all
material respects in accordance with generally
accepted auditing standards (see AU 390 and
ET 202) and other applicable standards including,
where applicable, the requirements of Government
Auditing Standards and the Single Audit Act?

YES*____ NO

The financial statements did not conform with
generally accepted accounting principles (or where
applicable, a comprehensive basis of accounting
other than GAAP) in all material respects and the
auditor's report was not appropriately modified
(see AU 561 and ET 203)?

YES*____ NO____

The auditor's reports, including all reports
required under Government Auditing Standards or
by the Single Audit Act, were not appropriate in
the circumstances?

YES*____ NO

The documentation on this engagement does not
support the firm's opinion on the financial
statements?

YES ____ NO

The firm did not comply with its policies and
procedures on this engagement in all material
respects?

YES ____ NO

* If this question is answered "yes," see additional guidance contained on pages
2-20 and 2-21 of the SECPS Manual (1986 edition) or the PCPS Peer Review
Manual (1986 edition).
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MATTER FOR FURTHER CONSIDERATION

CONTROL NO. _____________

REVIEWER'S DESCRIPTION OF THE MATTER

REVIEWED FIRM AGREES WITH THE DESCRIPTION OF THE MATTER?

YES ___ NO

REVIEWED FIRM'S COMMENTS ON CIRCUMSTANCES, SIGNIFICANCE OF MATTER, ETC.

REVIEWER'S ADDITIONAL COMMENTS

Check One: Design
Performance
Compliance-Membership
Compliance-Other
Documentation

_______
_______
_______

(Note: This sample MFC form has been reduced in size. The actual form is
8 1/2" x 14" and is available from the Quality Control Review Division
staff.)

REVIEW CAPTAIN'S COMMENTS, IF ANY

REASON:

FIRM
OFFICE CODE NO.

CONTROL NO.

Dates

Signatures

Engagement Partner________________________________

___________________

Reviewer___________________________________________

___________________

Team Captain______________________________________

___________________

Compliance Questionnaire

Engagement

Section Element___________________________
Program Step______________________________
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No. ____________________________
Checklist Page ________________
Program Step __________________
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INSTRUCTIONS FOR USE OF MFC FORMS

1.

If an MFC was prepared during the course of the review and subsequent infor
mation indicates that the form should not have been prepared, it may be
discarded.
(For example, an MFC stated that no letter was received from
legal counsel, but a letter that meets the requirements of professional
standards had been received and misfiled and was subsequently found. On the
other hand, if an MFC is prepared for an item which is later determined to
be immaterial, it should not be discarded. For example, a representation
letter from a SSARS client required by firm policy was not obtained, but
the reviewer was satisfied with the engagement partner's reasoning for not
obtaining it.)

2.

Number MFCs consecutively (top and bottom) to establish correspondence be
tween top and bottom stub.

3.

MFCs relating to both functional and engagement review areas should be
sorted by nature of comment.

4.

Do not detach control stub until POB oversight is completed.
(The stub
should be detached only if the SEC accesses the working papers.)

1/90

GE-63

CHECKLIST

NOT-FOR-PROFIT

As Revised 1990

AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS

DIVISION FOR CPA FIRMS

Peer Review Program

CHECKLIST FOR REVIEW OF AUDIT ENGAGEMENTS
OF NOT-FOR-PROFIT ORGANIZATIONS

(SEE SEPARATE INSTRUCTIONS INSIDE FOR USE OF THIS CHECKLIST)

NE-1

Copyright © 1990 by the
American Institute of Certified Public Accountants, Inc.
1211 Avenue of the Americas, New York, NY 10036-8775

NE-2

1/90

Instructions for Use of
Checklist for a Review of Audit Engagements
of Not-For-Profit Organizations

This checklist was developed for use by reviewers of audits of not-for-profit
or voluntary health and welfare organizations, including those entities that
receive federal financial assistance.
It should be used in conjunction with
other guidance materials issued to implement the peer review program of the
AICPA Division for CPA Firms.
Questions regarding these instructions or any
other materials or about the review in general should be directed to the AICPA
Quality Review Division staff member who initially contacted you or to the
Quality Review Division at 212/575-6650.
The questions in the checklist are intended to emphasize the general procedures
that an independent auditor would ordinarily perform in examining and reporting
on financial statements of not-for-profit and voluntary health and welfare
organizations.
Accordingly, the matters covered in this checklist concentrate
primarily on the accounting and auditing procedures that are unique to those
not-for-profit audits and that extend the auditor's responsibilities beyond
compliance with the AICPA's GAAS.

Reviewers may adapt this checklist to fit specific engagements. If the not-forprofit entity is contractually required to submit reports prepared in accordance
with the Single Audit Act of 1984, the reviewer should complete and attach
Sections I ("Auditor's Reports") and III ("Compliance with the Requirements of
the Single Audit Act of 1984 (The Single Audit Act) and/or Government Auditing
Standards") of the Checklist for Review of Audit Engagements of State or Local
Governmental Entities, including those receiving Federal Assistance in lieu of
this checklist's Section III ("Audits of Governmental Grantees").
Likewise,
individuals reviewing review or compilation engagements of not-for-profit orga
nizations should combine Sections I ("Report and Financial Statements") and III
("Audits of Governmental Grantees") of this checklist with Sections II ("General
Procedures"), III ("Functional Areas") and V ("Conclusions") of the review and
compilation checklists.
The questions have been derived principally from the pronouncements of the
Auditing Standards Board, the AICPA's Statement of Position 78-10 ("Accounting
Principles and Reporting Practices for Certain Nonprofit Organizations"), the
AICPA Audit and Accounting Guide, Audits of Certain Nonprofit Organizations, the
AICPA Industry Audit Guide, Audits of Voluntary Health and Welfare Organiza
tions, the AICPA financial reporting practice aid,
Disclosure Checklists for
Nonprofit Organizations, and the U.S. General Accounting Office's 1981 "Stan
dards for Audit of Governmental Organizations, Programs, Activities, and Func
tions" (Government Auditing Standards (1988 Revision) for Audit) 1988 Government
Audi ting Standards (Section III of this checklist).

Reviewers should be aware that Statement of Position 78-10 has a unique position
compared to other statements of position and audit guides as it does not have
an effective date (paragraph 124).
However, FASB No. 32 indicates that the
specialized accounting and reporting principles and practices contained in SOP
78-10 are preferable accounting principles for applying APB Opinion No. 20.
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The common interpretation of this situation is that an entity is not required to
adopt the accounting principles advocated in SOP 78-10; however, if an organiza
tion changes its accounting principles, it should adopt the principles enu
merated in that document.

By comparison, the industry audit guide Audits of Voluntary Health and Welfare
Organizations is effective and, as noted in the notice to readers on the inside
cover, members are on notice that they may be called upon to justify departures
from the accounting principles in the guide.

Reviews of engagements on which Government Auditing Standards (1988 revision)
and SAS No. 63, "Compliance Auditing Applicable to Governmental Entities and
Other Receipts of Governmental Financial Assistance," were applied should
complete Section III of this checklist in lieu of Appendix A.
Reviewers of
audits of other not-for-profit organizations that received governmental grants
should complete Appendix A.
In using Section III of this checklist on engagements performed in accordance
with Government Auditing Standards, reviewers will have to contend with dif
fering effective dates of the various pronouncements.
Reproduced below are
paragraphs 92 and 93 of SAS No. 63 ("Compliance Auditing Applicable to
Governmental
Entities
and
Other
Recipients
of
Governmental
Financial
Assistance") that provide information on the effective dates and transitional
guidance:
- 92.
Except as stated below, the provisions of this statement are effec
tive for audits of financial statements and of compliance with laws and
regulations for fiscal periods beginning on or after January 1, 1989. The
provisions in paragraphs 11, 15, 34, 37g and 58 through 62 of this state
ment, which are based on the principles contained in SAS No. 55,
"Consideration of the Internal Control Structure in a Financial Statement
Audit," are effective for audits of financial statements and of compli
ance with laws and regulations for fiscal periods beginning on or after
January 1, 1990. Early application of this statement is permissable.

- 93.
Government Auditing Standards is effective "for audits starting
January 1, 1989."
Unless the GAO excludes AICPA standards by formal
announcement, Government Auditing Standards incorporates the AICPA state
ments on auditing standards and their respective effective dates.
Thus,
neither Government Auditing Standards nor this statement requires early
application of any AICPA standard that has a later effective date.
Auditors who do not elect to apply this statement before its effective
date should consider the guidance contained in the AICPA Audit and
Accounting Guide Audits of State and Local Governmental Units (1986
revised edition).
Thus, although Government Auditing Standards requires the auditor to apply SAS
Nos. 53 ("The Auditor's Responsibility to Detect and Report Errors and
Irregularities"), 54 ("Illegal Acts by Clients"), and 55 ("Consideration of the
Internal Control Structure in a Financial Statement Audit"), neither Government
Auditing Standards nor SAS No. 63 requires auditors to apply those pronoun
cements before their specified effective dates.
Auditors not applying either
SAS Nos. 53, 54, or 55 early should continue to apply SAS Nos. 16 and 17 and AU
Section 320 until the effective dates of the new pronouncements.
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ENGAGEMENT PROFILE

Engagement Code No. ___________________

Office_____________________________________

Partner _________________________________

Date of Financial Statements* ___________

Manager _________________________________

Date of Report ___________________________

Concurring Reviewer

Date Report Released _____________________

_________________

The responsibility of this office involves reporting on:
(
) Financial statements (single entity)
(
) Combined financial statements of financially interrelated not-forprofit organizations
(
) Consolidated or combined financial statements of voluntary health
and welfare organizations
(
) Financial statements of a component of theorganization
(
) Special reports (SAS No. 62)
(
) Internal Control
and Compliance(pursuant to the Single Audit Act)
(
) Other (explain)
Was the work performed at the request of another office? Yes__ No

Date that the fee for the prior engagement was paid _______________________
Key data reported on by this office for this engagement:
Total revenues (Memorandum total)
$____
Total assets
$____
Total fund balances
$
Total amount of federal assistance
$
received***

General description of audited entity (type of entity, services provided, etc.)
Complex or troublesome audit areas:
Audit hours on this engagement:

Total
Partner
Manager (or equivalent)
Concurring Reviewer**
Senior
Other
Total this office

_____
__

Total budgeted

_____

Prior to
Commencement
of Field Work

During
Field Work

After
Completion of
Field Work

* To determine the applicability of all cross-referenced pronouncements, their
effective dates should be considered.
** Not applicable unless required by firm policy.
*** This amount should include "pass through" federal financial assistance
received indirectly from a state or local government.
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LIST OF KEY AUDIT AREAS SELECTEDBYREVIEWER
A reviewer is not required to look at all the working papers for a particular
engagement. The depth of the review is left to the judgment of the reviewers;
however, the review is directed primarily to the key areas of an engagement,
including complex or troublesome areas. Ordinarily all key audit areas should
be reviewed. List below the key areas on this engagement and, if any key areas
are not reviewed, indicate the reasons for this omission. In completing this
checklist, all questions in Sections I, II, and V should be answered in addition
to the key areas identified.
1.
2.

3.

4.

5.
6.

7.
8.
9.

10.

Date Engagement Review Performed __________________
Reviewer_____________________________________________
Date Checklist Reviewed
by Team Captain ___________________________________

Signature ____________________________________________
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CHECKLIST FOR REVIEW OF AUDIT ENGAGEMENTS
of not-for-profit Organizations
CONTENTS

NE
PAGE

SECTION

I.

Report and Financial Statements

Auditor's Reports .................................................
Financial Statements and Footnotes

II.

III.

IV.

9

.............................

10

.............................................

17

Audits of Governmental Grantees for use where SAS No. 63 and
Government Auditing Standards have been adopted ....................

25

General Audit Procedures

Working Paper Areas
Cash................................................................ 30

Receivables.......................................................... 31
Inventories.......................................................... 32

Investments.......................................................... 32
Prepaid Expenses, Intangible Assets, Deferred Charges, etc. . .

33

Collections of Works of Art and Similar Items ..................

33

Property and Equipment

34

..........................................

Liabilities.......................................................... 35

Deferred Revenue

.................................................

Commitments and Contingencies ...................................

36

37

Fund Balance........................................................ 37

Revenues, Expenses, Support, and Capital Additions

...........

38

Other................................................................ 39
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CONTENTS (Continued)

V.

Functional Areas
Independence .....................................................

41

Assigning Personnel to Engagements .............................

41

Consultation .....................................................

41

Supervision........................................................ 42
Advancement........................................................ 43

Acceptance and Continuance ofClients

VI.

VII.

VIII.

..........................

43

Professional Development ........................................

43

Appendix A - Audits of Government Grantees - For use where the
1981 "Standard for Audit of Governmental Organizations, Programs,
Activities and Functions" are followed and SAS No. 63 has not
been adopted......................................................... 45

Explanation of "No" Answers and Other Comments ....................

Conclusions......................................................... 51

Attachment - Matter for Further Consideration ("MFC") form ....

NOTE:
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This checklist has been updated through
SAS No. 63, SFAS No. 102, FASB
Interpretation No. 38, and the GAO's
Government Auditing Standards
(1988 Revision).
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53

I. REPORT AND FINANCIAL STATEMENTS
NOTE:

This condensed checklist has been extracted from the AICPA financial
reporting aid, Disclosure Checklists for Nonprofit Organizations.
Reviewers may wish to consult that checklist for detailed information
about the applicable professional standards and related citations. All
"no" answers must be thoroughly explained. If the firm has used its
own report and financial statement disclosure checklist on this engage
ment, it may be reviewed in lieu of completing this checklist provided
the reviewer has determined that the firm's checklist is current,
comprehensive, and appropriate for the engagement.

Auditor's Reports
QUES. N/A* YES

Is the report dated in conformity with the require
ments of professional standards?

A101

Does the report disclose all required matters and does
its language conform to that required by professional
standards (SAS 58)?

A102

If required by the circumstances, does the auditor's
report depart from the standard report and include
appropriate language describing the departure?

A103

If supplementary information accompanies the basic
financial statements, does the auditor describe in his
report the degree of responsibility, if any, he is
taking?

A104

NO

REF.**

For special reports, have the provisions of SAS Nos.
14, 35 and 62 been complied with regarding:

*
**
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Statements prepared in accordance with a compre
hensive basis of accounting other than generally
accepted accounting principles? (SAS Nos. 14
and 62)

A105

Specified elements, accounts or items of a finan
cial statement? (SAS Nos. 14, 35 and 62)

A106

Compliance with aspects of agreements or regula
tory requirements relating to audited financial
statements? (SAS Nos. 14, 35 and 62)

A107

Financial presentations to comply with contractual
agreements or regulatory provisions?

A108

Financial information that requires a prescribed
form of auditor's report? (SAS Nos. 14 and 62)

A109

The N/A column should be used when the item either does not exist or is not
material.
All "no" answers should be handled in either of the following ways:
(1)
discussed on an MFC with the MFC form number noted in the REF. column or (2)
discussed on the pages provided at the end of this checklist.

NE-9

QUES.
For reports on financial statements of a U.S. entity
that have been prepared in conformity with accounting
principles generally accepted in another country for
use outside the United States, has there been com
pliance with the provisions of SAS No. 51?

A110

Financial Statements and Footnotes

General

Are all financial statements suitably titled?

A111

Is the presentation appropriate and disclosure ade
quate regarding:

Significant accounting policies, including the
description of the nature of each fund (i.e.,
general, plant, endowment, unrestricted, tempo
rarily restricted, permanently restricted)?

A112

Accounting changes?

A113

If the auditor is expressing an opinion on summarized
comparative information of the prior period, does the
prior period's information contain sufficient detail
to constitute a fair presentation in accordance with
generally accepted accounting principles (AU Section
508.76, footnote 27)?

N101

Are nonmonetary transactions accounted for and
disclosed?

A122

With respect to contingencies and commitments:

Are loss contingencies disclosed and/or accrued?

A123

Are commitments and other contingencies ade
quately disclosed?

A124

Are the financial statements, where appropriate,
adjusted for the effect of subsequent events and do
they include disclosure of significant subsequent
events, whether or not adjustments were made?

A125

If FASB No. 87 is being applied, is the following
information on defined benefit pension plans ade
quately disclosed:
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A description of the plan?

A126

The amount of net periodic pension cost and of
required cost components?

A127

NE-10

N/A

YES

NO

REF

QUES.
A reconciliation of the plan's funded status with
the amounts reported in the employer's balance
sheet?

A128

The discount rate and rate of compensation
increase used to measure the projected benefit
obligation and the long-term rate of return on
plan assets?

A129

Other information concerning plan assets, bene
fits, and amortization methods?

A130

Are all other pension plans adequately disclosed?

A131

Are postretirement health care and life insurance
benefits properly disclosed?

A132

If the financial statements represent a component,
such as a branch of an existing organization, a
separate operation, a separate fund, or a grant, do
the financial statements or footnotes disclose the
following:
Existence and nature of affiliated or related
entities?

N102

Nature and volume of material transactions
(individually or in the aggregate) with related
entities?

N103

Any allocations of common expenses?

N104

Are related party transactions with non-combined
affiliated entities, contributors of restricted
funds, board members, officers, and employees ade
quately disclosed?

N105

If appropriate, are the financial statements prepared
on a fund accounting basis and adequate disclosures
made of the following:
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Unrestricted resources (including all boarddesignated amounts)?

N106

Resources restricted by the donor?

N107
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N/A

YES

NO

REF

QUES.
Balance Sheet
Is the presentation appropriate and disclosure ade
quate regarding:

Segregation of assets and liabilities into
current and noncurrent classifications (if only
unrestricted funds exist, a segregated balance
sheet is recommended, but not required, by SOP
78-10)

A137

Valuation allowances?

A138

Cash?

N108

Investments?

A148

Terms or circumstances concerning repurchase or
reverse repurchase agreements?

N109

Receivables:

Effect of interest rates which do not reflect
market rates?

A144

Legally enforceable pledges?

N110

Interfund receivables?

N111

Other receivables?

A146

Inventories?

A147

Collections of works of art and similar items?

N112

Fixed Assets:
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Purchased fixed assets?

N113

Donated fixed assets?

N114

Accounting for depreciation, including
disclosure of depreciation policy for
inexhaustible assets?

N115

Capitalized interest?

N116

Restrictions on use or disposal imposed by
donor?

N117

Sales-type, direct financing, and operating
leases of lessors?

A150

Other assets including intangible assets,
deferred tax assets and deferred charges?

A151

NE-12

N/A

YES

NO

REF

QUES.
Pledged assets?

A152

Current liabilities?

A153

Short-term liabilities expected to be refinanced?

A154

Notes payable and other debt:

Maturities and rates?

A155

Effect of interest rates which do not reflect
market rates?

A157

Maturities and sinking fund requirements for
the next five years?

A160

Interfund payables?

N118

Capital and operating leases of lessees?

A161

Other liabilities and deferred credits, including
classification of deferred tax liabilities,
employees' compensation for future absences, spe
cial termination benefits to employees, and
deferred revenue and support?

A162

Activity Statement

Are unrestricted revenues, expenses, and fund bal
ances segregated from restricted items so as to be
clearly distinguishable?

N119

If the organization receives significant support from
contributions from the general public, are all expen
ses presented on a functional basis (i.e., indicating
costs of each program and activity)?
N120
Does the Activity Statement include all the funds of
the organization?

N121
Is the presentation appropriate and disclosure ade
quate regarding:
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Service fees, such as subscription and membership
income?

N122

Sales of publications and other items?

N123

Third-party reimbursements of costs of program
activities?

N124

Investment income?

N125
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N/A

YES

NO

REF.

OUES.
Capital gains and losses from investments, both
realized and unrealized, and the related tax
effects, if any?

N126

Contributions?

N127

Donated services, materials and facilities?

N128

Gifts of future interests?

N129

Other gifts, grants, pledges, etc.?

N130

Interfund transfers?

N131

Other revenue or capital additions?

N132

Allocation of functional expenses to programs and
services?

N133

Fund raising expenses, including joint costs of
informational materials and activities allocated
between fund raising and other functional expense
categories?

N134

Depreciation?

A177

Deferred compensation agreements?

A180

Grants to other organizations?

N135

Remittances to national organizations?

N136

Extraordinary and unusual items?

A190

Prior period adjustments?

N137

Additional Financial Statements

For not-for-profit organizations accounted for under
SOP 78-10, is a statement of changes in financial
position presented as a basic financial statement for
each period for which an activity statement and
balance sheet are presented?

N138

If a statement of changes in financial position was
presented, does it disclose all important aspects of
financing and investing activities?

A193
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N/A

YES

NO

REF.

QUES.

For voluntary health and welfare organizations, is a
statement of functional expenses presented as a basic
financial statement for each period for which an
activity statement is presented?

N139

If a statement of cash flows was presented, does it
disclose:
Cash provided or used by investing, financing and
operating activities?

A196

The net effect of cash flows on cash and cash equiva
lents during the period in a manner that reconciles
beginning and ending cash and cash equivalents, and
do the amounts of cash and cash equivalents agree
with the amounts on the balance sheet?

A197

Does it provide a reconciliation between excess of
revenue over expenditures and net cash flow from
operating activities?

A198

Noncash investing and financing activities?

A199

If the indirect method of reporting net cash flows
from operating activities was used, were the amounts
of interest and income taxes paid disclosed?

A200

Other
Are the statement formats and disclosures generally
consistent with the appropriate industry audit guides
and statements of position?
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A201

N/A

YES

NO

REF
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II. GENERAL AUDIT PROCEDURES

QUES.

N/A

YES

NO

REF.

In planning the audit engagement, did the auditor
properly consider:
Matters affecting the environment in which the
entity operates, such as accounting practices,
economic conditions, laws and governmental
regulations, contractual obligations and tech
nological changes? (SAS No. 22)

A202

Matters affecting the entity’s operations, such
as legal organization and types of services? (SAS
No. 22)

A203

Preliminary judgment about materiality levels for
audit purposes? (SAS No. 47)

A204

Anticipated reliance on internal accounting
controls? (AU Section 311) (1)

A205

If SAS No. 53 was not applicable to this engage
ment, conditions that may require extension or
modification of audit tests, such as the possi
bility of material errors or irregularities and
management's ability to override controls? (SAS
No. 16)

A206

If the auditor succeeded a predecessor accountant,
did he:

Communicate with the predecessor accountant to
ascertain whether there were disagreements be
tween the predecessor accountant and the entity's
management on accounting or auditing matters and
consider the implications of such matters in
accepting the client?

A207

Make other inquiries of the predecessor account
ant on significant matters?

A208

Satisfy himself on the fair presentation of
opening balances, such as by reviewing the prede
cessor accountant's working papers?

A209

If SAS No. 56 was applicable to this engagement
(either as a result of the SAS's effective date or an
early application of the SAS), did the auditor per
form appropriate analytical procedures in planning
the nature, timing and extent of other audit pro
cedures?

A215

(1)
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If early application of SAS No. 55 was elected, the reviewer should answer
this question "N/A" and answer Questions A216 through A220.
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QUES.
If early application of SAS No. 55 was elected, did
the auditor:

Obtain a sufficient understanding of each of the
three elements (control environment, accounting
system, and control procedures) of the entity's
internal control structure to plan the audit?

A216

Document his understanding of each of the three
elements of the internal control structure?

A217

Document the conclusion that control risks are
at the maximum level for those financial state
ment assertions where control risk is assessed
at the maximum level?

A218

Document the basis of the conclusion (i.e., tests
of control) that the effectiveness of the design
and operation of internal control structure
policies and procedures supports the assessed
level of control risk when that assessed level
is below the maximum level?

A219

If early application of SAS No. 55 was elected,
and the user auditor has assessed control risk
below the maximum for an assertion, and that
assessment is dependent upon the application of
controls at a service organization, has the audi
tor obtained and appropriately considered a ser
vice auditor's report or performed tests of
operating effectiveness at the service organiza
tion?

A220

If SAS No. 53 was applicable to this engagement (ei
ther as a result of the SAS's effective date or an
early application of the SAS), did the auditor:
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Make an assessment of the risk of material mis
statements of the financial statements, includ
ing those resulting from violations of laws and
regulations that have a direct and material
effect on the determination of financial state
ment amounts?

A221

Assess the risk of management misrepresentation
by reviewing information obtained about risk fac
tors and the internal control structure?

A222

Design the audit to provide reasonable assurance
of detecting errors and irregularities that are
material to the financial statements?

A223
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N/A

YES

NO

REF.

QUES.
If early application of SAS No. 55 was not elected:
Did the auditor obtain an understanding of the
entity's accounting system, including the control
environment and the flow of transactions?

A224

If after completing the preliminary phase of the
review the auditor decided not to rely on the
internal accounting control system to restrict
substantive tests, were his reasons for deciding
not to extend his review documented?

A225

If the auditor decided to rely on the system:

Was there appropriate documentation of the
auditor's understanding of the system and the
basis for his conclusions about the suitabil
ity of its design?

A226

Were adequate tests of compliance with inter
nal control procedures made?

A227

Were deviations noted during compliance
testing appropriately evaluated?

A228

Was a final evaluation of internal accounting
control documented and considered in the
development of the audit program?

A229

If the client used EDP in significant accounting
applications, did the study and evaluation of
internal controls include both general and appli
cation controls over EDP activities, including
those, if any, at a service organization? (SAS
Nos. 44 and 48)

A230

If the auditor relied on the internal accounting
controls structure at a service organization,
was a service auditor's report obtained and
appropriately considered? (SAS No. 44)

A231

Was an appropriately tailored, written audit program
prepared? (SAS No. 22 and applicable AICPA Industry
Audit Guides)

N201

If early application of SAS No. 55 was elected,
was the audit program responsive to the needs of
the engagement identified, and the understanding
of the internal control structure obtained,
during the planning process?

A233
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N/A

YES

NO

REF.

QUES.

If early application of SAS No. 55 was not
elected, was the audit program responsive to the
needs of the engagement identified during the
planning process and was it developed in light of
the strengths and weaknesses of internal control?
(SAS No. 1, section 320)

A234

Was consideration given to applicable assertions
in developing audit objectives and in designing
substantive tests? (SAS No. 31, paragraphs 9
through 13)

A235

If conditions changed during the course of the
examination, was the audit program modified as
appropriate in the circumstances?

A236

Have all procedures called for in audit programs
been signed?

A237

If statistical or nonstatistical sampling was used in
compliance tests of internal controls (under SAS No.
55, tests of controls) (SAS No. 39, paragraphs .31
through .42):

In your consideration of the adequacy of the
sample size, does it appear the firm gave
appropriate consideration to the specific objec
tive of the compliance test, tolerable rate,
allowable risk of overreliance, and likely rate
of deviations?

A238

Was the sample selected in such a way that it
could be expected to be representative of the
population?

A239

Were the results of the sample evaluated as to
their effect on the nature, timing and extent of
planned substantive procedures?

A240

In evaluating the sample, was appropriate con
sideration given to items for which the planned
compliance test or appropriate alternative proce
dure could not be performed, for example, because
the documentation was missing?

A241

Was the documentation of the foregoing consider
ations in accordance with firm policy?

A242

If statistical or nonstatistical sampling was used
for substantive tests of details (SAS No. 39, para
graphs .15 through .30):
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N/A

YES

NO

REF.

QUES.
In your consideration of the adequacy of the
sample size, does it appear the firm gave appro
priate consideration to the specific audit ob
jective, tolerable error, acceptable level of
risk of incorrect acceptance, and characteristics
of the population?

A243

Was the sample selected in such a way that it
could be expected to be representative of the
population?

A244

Were the error results of the sample projected to
the items from which the sample was selected?

A245

In evaluating the sample, was appropriate con
sideration given to items for which the planned
substantive tests or appropriate alternate proce
dures could not be performed?

A246

In the evaluation of whether the financial state
ments may be materially misstated, was appropri
ate consideration given, in the aggregate, to
projected error results from all audit sampling
applications and to all known errors from
non-sampling applications?

A247

Was the documentation of the foregoing consider
ations in accordance with firm policy?

A248

If SAS No. 56 was applicable to this engagement
(either as a result of the SAS's effective date or
an early application of the SAS), did the auditor:

Consider the guidelines in SAS No. 56 in devel
oping, performing, and evaluating the results of
analytical procedures used as substantive tests?

A249

Use analytical procedures in the overall review
stage of the audit?

A250

If SAS No. 56 was not applicable to this engagement,
were the guidelines of SAS No. 23 considered in the
performance of analytical review procedures includ
ing:

1/90

Investigating significant fluctuations?

A251

Evaluating the effects of the findings on the
scope of the examination?

A252
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N/A

YES

NO

REF.

QUES.
Has the auditor evaluated the reasonableness of
accounting estimates made by management?(2)

A253

Did the auditor obtain a timely and appropriate let
ter of representation from management? (SAS Nos. 19
and 63)

A254

Did the auditor obtain timely and appropriate respon
ses from the entity's attorney concerning litigation,
claims, and assessments? (SAS No. 12)

A255

Have all questions, exceptions, or notes, posed
during the audit been followed up and resolved,
including consideration of the views obtained from
responsible officials of the organization, program,
activity, or function audited concerning the audi
tor's findings, conclusions, and recommendations?

N202

Does it appear that appropriate consideration was
given to all passed adjustments and to the risk that
the current period's financial statements are
materially misstated when prior-period likely errors
are considered with likely errors arising in the
current period? (SAS No. 47)

A257

N/A

YES

NO

REF.

If SAS No. 53 was applicable to this engagement
(either as a result of the SAS's effective date or
an early application of the SAS), did the auditor:
Follow up on errors and irregularities in accor
dance with SAS No. 53?

A258

Consider the implications of an irregularity in
relation to other aspects of the audit, including
the reliability of the client's representations?

A259

Assure himself that the audit committee or others
with equivalent authority and responsibility had
been adequately informed of all but clearly
inconsequential irregularities identified during
the engagement?

A260

When the auditor's procedures disclosed instances or
indications of illegal acts and if SAS Nos. 54 and/
or 63 were applicable to this engagement (either as
a result of the SASs' effective dates or an early
application of the SASs) did the auditor:

(2)

1/90

The auditor has this responsibility under SAS No. 31, but has been given
more specific guidance in SAS No. 57.

NE-22

QUES.
Follow up on illegal acts having a direct and
material effect on the financial statements in
accordance with SAS No. 54, paragraph 5?

A261

Follow up on all other illegal acts in accordance
with SAS No. 54, paragraph 7?

A262

Consider the implications of a detected illegal
act in relation to other aspects of the audit,
including the reliability of the client's repre
sentations?

A263

Assure himself that the audit committee or others
with equivalent authority and responsibility had
been adequately informed with respect to all but
clearly inconsequential illegal acts identified
during the audit?

A264

Communicate directly with the audit committee if the
illegal act involved senior management and document
that communication?

A265

If SAS Nos. 53 and 54 were not applicable to this
engagement were errors, irregularities, or illegal
acts, if any, followed up in accordance with SAS
Nos. 16 and 17?

A266

If SAS No. 59 was applicable to this engagement
(either as a result of the SAS's effective date or
an early application of the SAS), did the auditor
evaluate whether there is substantial doubt about
the entity's ability to continue as a going concern
for a reasonable period of time?

A267

If SAS No. 60 was not applicable to this engagement,
were material weaknesses, if any, in internal control
communicated to senior management and the board of
directors or its audit committee? (SAS No. 20)

A268

Were reports on internal control prepared in
accordance with SAS Nos. 20 and 30?

A269

If SAS No. 60 was applicable to this engagement
(either as a result of the SAS's effective date or
an early application of the SAS):
Did the auditor communicate reportable conditions
to the audit committee or others with equivalent

1/90

authority and responsibility?

A270

If the communication was in writing, did the
report include all elements required by SAS No.
60?

A271
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N/A

YES

NO

REF.

QUES.
If the communication was oral, did the auditor
document the communication in the working papers?

A272

If there is an indication that the auditor, sub
sequent to the date of his report, became aware that
facts may have existed at that date which might have
affected his report, had he then been aware of such
facts, did he consider the guidance in SAS No. 1,
Section 561, in determining an appropriate course of
action, and does the matter appear to be properly
resolved?

A273

If there is an indication that the auditor, subse
quent to the date of his report, concluded that one
or more auditing procedures considered necessary at
the time of the audit in the then existing cir
cumstances were omitted from his audit, did he con
sider the guidance in SAS No. 46 (AU Section 390) in
determining an appropriate course of action, and does
the matter appear to be properly resolved?

A274

If SAS No. 61 was applicable to this engagement
(either as a result of the SAS's effective date or an
early application of the SAS), did the auditor:
Assure himself that the appropriate matters have been
communicated to those who have responsibility for
oversight of the financial reporting process? (SAS
No. 61, para. 6 through .14)

A275

If the communication was in writing, prepare a writ
ten report that includes a statement that the com
munication is intended solely for the use of the
audit committee or the board of directors and, if
appropriate, management?

A276

If the communication was oral, document the infor
mation communicated by appropriate memorandum or
notations in the working papers?

A277

1/90
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N/A

YES

NO

REF.

(FOR USE WHERE EARLY APPLICATION OF SAS No. 63 AND GOVERNMENT AUDITING STANDARDS
HAVE BEEN ADOPTED)

SECTION III.

NOTE:

III.

AUDITS OF GOVERNMENTAL GRANTEES

These questions are derived from the statement on Auditing Standards No.
63, the U. S. General Accounting Office's Government Auditing Standards
(1988 Revision), and the Office of Management and Budget Circular A-110.
Reviewers may wish to consult these documents for more detailed infor
mation on standards concerning the audits of governmental grantees. Re
viewers of engagements on which U.S. General Accounting Office's "Stan
dards for Audit of Governmental Organizations, Programs, Activities and
Functions" ("1981 Yellow Book") and the Office of Management and Budget
Circular A-110 should complete Appendix A instead of this section.

If this not-for-profit organization is required to report in accordance
with the Single Audit Act of 1984, the reviewer should complete and
attach the relevant portions of Sections I and III of the Checklist for
Review of Audit Engagements of State or Local Governmental Entities,
Including Those Receiving Federal Financial Assistance in lieu of this
section.

References to professional and governmental pronouncements have been
provided in this section because of recent significant changes in
governmental reporting and auditing. The term "GAO" followed by the
chapter and paragraph refers to Government Auditing Standards (1988
Revision).
QUES.
If the audit was required to be conducted in accor
dance with Government Auditing Standards, does the
language in the auditor's reports conform with pro
fessional standards, including references to
Government Auditing Standards (GAO, ch. 5, par. 3),
and appropriately cover the following for the entity
as a whole:

N301

The financial statements, including, where
presented, the combining and individual fund
financial statements?

N302

The internal control structure related matters based
solely on the auditor's understanding of the inter
nal control structure and assessment of control risk
made as part of the audit of the financial state
ments (GAO, ch. 5, par. 17) that includes, when
appropriate:

N303

The entity's significant internal accounting
controls and those controls designed to provide
reasonable assurance that federal programs are
being managed in compliance with laws and reg
ulations (GAO, ch. 5, par. 17)?
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N304

N/A

YES

NO

REF.

QUES.
The controls that were evaluated (GAO, ch. 5,
par. 20)?

N305

The controls that were not evaluated?

N306

If applicable, the reasons why no study of in
ternal controls was made (GAO, ch. 5, pars. 19
and 20)?

N307

A presentation of reportable conditions in
accordance with the guidance in Government
Auditing Standards, Chapter 7, regarding
reporting on performance audits (GAO, ch. 5,
par. 23)?(3)

N308

Reference to a separate letter describing
identified nonreportable conditions (GAO, ch. 5,
par. 25)?

N309

Compliance with applicable laws and regulations,
including a summary of all material instances of
noncompliance and/or instances of illegal acts
(SAS No. 63, par. 28, and GAO, ch. 5, par. 5) that
includes, when appropriate:

N310

A presentation of reasonable basis for the
auditor's conclusion not to perform tests of
compliance and omission of a statement of
positive assurance on items tested for com
pliance with laws and regulations (SAS No. 63,
par. 23, and GAO, ch. 5, par. 6)?

N311

A presentation of material instances of noncompliance with laws and regulations in accor
dance with the guidance in Government Auditing
Standards regarding reporting on performance
audits and issuance of either a qualified or
adverse report on compliance?(4)

N312

N/A

YES

NO

REF.

(3) Government Auditing Standards requires the auditor to identify reportable
conditions. When no reportable conditions are noted, SAS No. 63, paragraph
39, permits the auditor to state that no material weaknesses came to his
attention.
(4) SAS No. 63, paragraph 25, requires the reporting of material instances of
noncompliance regardless of whether the resulting misstatements have been
corrected in the entity's financial statements.
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QUES.

A reference to a separate letter describing
immaterial instances of noncompliance (SAS No.
63, par. 27)?

N313

Did the report(s) disclose the status of all known,
but uncorrected significant or material findings
and recommendations from prior audits that affect
current audit objectives (SAS No. 63, par. 17,
fn. 9)?

N314

When appropriate, did the auditor issue a report on
fraud, abuse, or an illegal act, or indications of
such acts to the entity arranging the audit (SAS No.
63, pars. 28 and 29 and GAO, ch. 5, pars. 13 and
16)?

N315

When appropriate, was the scope section of the
report properly modified to disclose that an
applicable government auditing standard was not
followed, the reasons therefore, and the known
effect of not following the standard on the audit
results (GAO, ch. 3, par. 27)?

N316

If required or deemed necessary, is there any in
dication that the firm considered the entity's audit
requirements and agreed on the scope of the engage
ment with the entity (GAO, ch. 4, par. 5)?

N317

By reviewing contract files and receipts and dis
bursements, did the auditor obtain reasonable assur
ance that the entity appropriately identified all
federal financial assistance and laws and regulations
and included those matters within the audit scope
(SAS No. 63, par. 8)?

N318

Do the working papers indicate that consideration
was given to prior audits of government financial
assistance programs that disclosed questioned or
disallowed costs, or instances of noncompliance
(SAS No. 63, par. 17, fn. 9 and GAO, ch. 3, par.
41)?

N319

For those programs where the study and evaluation
of internal control systems did not extend beyond
the preliminary review phase, do the working papers
document (GAO, ch. 5, pars. 19 and 20):

Procedures used to perform the preliminary
review?
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N320

N/A

YES

NO

REF.

QUES.

Reasons why the review was not extended?

N321

For the systems for which the full study and
evaluation were performed (SAS No. 63, par. 15
and SAS No. 55):

Do the working papers document the auditor's
understanding of the systems?

N322

Were tests of controls performed for these
systems?

N323

In the judgment of the reviewer, were the nature
and extent of tests of controls sufficient to
enable the auditor to determine if the appro
priate policies and procedures were being
applied as described?

N324

Do the working papers adequately document the
work performed and the conclusions reached?
(GAO, ch. 4, par. 27)

N325

Did the auditor document his communication of non
reportable conditions in the internal control
structure that were not included in the required
reports (SAS No. 63, pars. 35 and 36 and GAO, ch. 5,
par. 25)?

N326

Were all material instances of weaknesses in internal
controls and all identified instances of noncompli
ance with applicable laws and regulations adequately
evaluated and documented?

N327

If applicable, were adequate tests of compliance
with applicable laws and regulations that have a
direct and material effect on the financial state
ments performed and documented (SAS No. 63, pars.
15 and 20)?

N328

If evidence exists of situations or transactions
that could be indicative of fraud, waste, abuse, or
illegal acts (SAS Nos. 16 and 17), did the auditor:

Either obtain management's approval to extend
audit steps and procedures to identify the effect
on the entity's financial statements or consider
issuing a disclaimer of opinion because of a
scope limitation?
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N329

N/A

YES

NO

REF.

QUES.
Give prompt notice to the appropriate management
officials of the entity arranging the audit?

N330

Was interfund activity properly reviewed and were
differences between total interfund receivables and
total interfund payables investigated and resolved?

N331

Did the auditor submit the reports to the organiza
tion audited and to those requiring or arranging for
the audit within the required time? (GAO, ch. 5, par.
32)

N332

Has the auditor established policies or procedures
for complying with the additional requirements con
cerning retaining working papers and reports and
making the working papers available upon request
to the cognizant agency or its designee or the GAO
at the completion of the audit? (GAO, ch. 4, pars.
21 and 22)

N333

1/90
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N/A

YES

NO

REF.

IV.
NOTE:

WORKING PAPER AREAS

In the key audit areas reviewed, the reviewer should evaluate whether
the reviewed firm has obtained sufficient competent evidential matter
to form conclusions concerning the validity of the assertions of
material significance embodied in the financial statements as described
in SAS No. 31. The questions contained in each section represent some
of the audit procedures or tests that the reviewed firm might have
undertaken to form conclusions in support of financial statement asser
tions of material significance. If an audit area is not reviewed
because it does not represent a key audit area for that engagement, the
reviewer should place an "X" in the box above the name of the working
paper area.
(As indicated on page NE-6, the reviewer should indicate
the reason for not reviewing a key audit area; in such circumstances,
the reviewer should not place an "X" above the area.)

□

QUES.

Cash

Were bank accounts confirmed and were reconciling
items existing at the balance sheet date cleared by
reference to subsequent statements obtained directly
from the bank (or obtained from the client and
appropriately tested)?

A301

Was due consideration given to cash transactions
shortly before and shortly after the balance sheet
date to determine that transactions were recorded in
the proper period?

A302

Do the working papers indicate that the following
were considered:
Restrictions on cash balances?

A303

Confirmation of bank credit arrangements such as
compensating balances?

A304

Confirmation of liabilities and contingent lia
bilities to banks?

A305

Authorization for interfund cash transactions?

N401

Determination that all cash accounts have been
identified and appropriately recorded?

N402

Based on the evaluation of internal accounting con
trol, or, if early application of SAS No. 55 was
elected, based on the assessment of control risk, do
the substantive tests of cash appear adequate?
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A306

N/A

YES

NO

REF.

QUES.
□
Receivables

Were accounts receivable confirmed and appropriate
follow-up steps taken, including second requests
and alternate procedures?

A307

If confirmation work was performed prior to year-end,
is there evidence that there was an adequate review
of transactions from the confirmation date to the
balance sheet date?

A308

If a significant number and amount of accounts
receivable were not confirmed, is there evidence
that other auditing procedures were performed?

A309

Were significant notes receivable confirmed as of the
balance sheet date?

A310

Were the results of confirmation and alternative pro
cedures summarized and were appropriate conclusions
drawn in the working papers?

A311

Was collateral (if any) for receivables examined with
respect to existence, ownership and value?

A312

Were procedures performed to provide evidence that
pledge receivables are properly recorded in the
appropriate funds?

N403

Was the reasonableness of allowances for doubtful
accounts covered in the working papers and collect
ibility of receivables adequately considered?

A314

Was there evidence in the working papers that inquiry
was made and consideration given to whether receiv
ables are sold, pledged, assigned or otherwise encum
bered?

A315

Was receivable work coordinated with tests of support
and revenue, including cut-off tests?

A316

Were procedures performed to verify whether the
carrying value of notes receivable reflects the pres
ent value of the consideration given and the
appropriate interest rate?

A317

Based on the evaluation of internal accounting con
trol, or, if early application of SAS No. 55 was
elected, based on the assessment of control risk, do
the substantive tests of receivables appear adequate?

A318

1/90

NE-31

N/A

YES

NO

REF.

QUES.
□

Inventories
Do the working papers indicate that there were ade
quate tests of:
Physical observation, if material?

N404

The clerical accuracy of the compilation of the
inventory?

A324

Costing methods and substantiation of costs used
in pricing all elements (raw material, work-inprocess and finished goods) of the inventory?

A325

Do the working papers indicate that a lower of cost
or market test (including consideration of obsolete
or slow-moving inventory) was performed?

A328

Were the results of inventory observations and other
tests summarized and were appropriate conclusions
drawn?

A326

Based on the evaluation of internal accounting con
trol, or, if early application of SAS No. 55 was
elected, based on the assessment of control risk, do
the substantive tests of inventory appear adequate?

A333

□

Investments
Was a summary schedule prepared (or obtained) and
details examined with respect to description,
purchase price and date, changes during the period,
income, market value, etc. of investments?

A334

Were all securities either examined or confirmed?

A335

Do the working papers reflect consideration of
changes in the carrying value of marketable securi
ties and other investments and the appropriateness
of unrealized gains and losses that were recognized?

N406

Were realized gains and losses on dispositions of
securities properly computed?

A336

When investments are held by an outside custodian,
who is authorized by the client to execute transac
tions without specific authorization of individual
transactions, did the auditor consider the guidance
in SAS No. 44, par. 16?

N405

1/90
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N/A

YES

NO

REF

QUES.
Do the working papers indicate tests of unit market
value calculations of pooled investments funds,
including the propriety of handling additions to and
withdrawals from the pool?

N407

Were income and realized and unrealized gains and
losses from investments examined for proper alloca
tion to the individual funds?

N408

Do the working papers indicate that consideration was
given to indications that investments were pledged,
restricted, or had limitations on immediate use?

N409

Do the working papers indicate that risk of loss on
repurchase agreements was properly considered?

N410

Do the working papers indicate that repurchase
security transactions were reviewed for consistency
with the disclosures of the terms or circumstances of
the transactions?

N411

□
Prepaid Expenses, Intangible Assets, Deferred
Charges, etc.
Were adequate tests made and/or confirmations re
ceived for all material:

Prepaid expenses?

A342

Intangible assets?

A343

Deferred charges?

A344

Other?

A345

Is there adequate support for the deferral and amor
tization (or lack thereof) of these types of assets?
A346

If insurance policies were pledged as collateral or
subjected to premium financing, were the related
loans properly accounted for?
A348

□

Collections of Works of Art and Similar Items
If the collection has been capitalized, do the
working papers indicate that the auditor tested the
reasonableness of the collection's carrying value?
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N412

N/A

YES

NO

REF

QUES.
If a capitalized collection is considered exhaust
ible, do the working papers indicate that the auditor
tested the reasonableness of the related amortiza
tion?

N413

Whether or not a collection was capitalized, are the
tests adequate with respect to acquisitions and
deaccessions?

N414

If the collection is capitalized:

Were physical inventories observed at all loca
tions where relatively large amounts are located?

N415

Do the working papers contain evidence that
counts were correctly made and recorded (i.e.,
was control over inventory tags or count sheets
maintained and were test count quantities recon
ciled with the quantities reflected in the final
inventory)?

N416

If the collection is considered inexhaustible and has
not been capitalized, do the working papers indicate
that the auditor:
Evaluated the internal controls over the collec
tion?

N417

Observed a physical inventory at all locations
where relatively large amounts are located?

N418

□
Property and Equipment
Was a summary schedule by source prepared (or
obtained) to show beginning balances, changes during
the period and ending balances for:
Property and equipment?

A349

Accumulated depreciation?

A350

Do tests appear adequate and were proper conclusions
drawn with respect to:

1/90

Additions (by the examination of supporting docu
ments and/or physical inspection)?

A351

Retirements, etc. (including examination of
miscellaneous income, scrap sales?

A352

NE-34

N/A

YES

NO

REF

QUES.

The adequacy of current and accumulated provi
sions for depreciation and depletion?

A353

Valuation of assets not previously capitalized?

N419

Do the working papers indicate that the auditor con
sidered the possibility that property was subject to
liens?

A355

Was a review made to determine that capital expen
ditures are classified in the proper fund accounts?

N420

Based on the evaluation of internal accounting con
trol, or, if early application of SAS No. 55 was
elected, based on the assessment of control risk, do
the substantive tests of property, plant and equip
ment appear adequate?

A356

□
Liabilities

Were accounts payable adequately tested for
propriety?

A357

Were liabilities properly classified as current or
long-term and in the proper fund?

A358

Was an adequate search performed for unrecorded
liabilities at the balance sheet date?

A359

Was consideration given to expenditures and expenses
that might require accrual (e.g., pensions or compen
sated absences), and to whether accrued expenses were
reasonably stated?

A361

Were procedures performed to determine whether tax
deferred annuity plans are appropriately calculated
to conform with GAAP and IRS regulations?

N421

Were significant notes and bonds payable, together
with interest rates and repayment periods, etc.,
confirmed?

A362

Were procedures performed to verify the completeness
and reasonableness of transactions recorded in man
datory sinking funds and other types of debt-related
reserve funds?

N422

Is there evidence that the release of funds from
these reserves was tested and appropriately recorded
in the financial statements?

N423
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N/A

YES

NO

REF.

QUES.

Were procedures performed to verify whether the
carrying value of debt obligations reflects the pres
ent value of the consideration received and the
appropriate interest rates?

A363

Is there evidence of testing of the company's
compliance with covenants to debt obligations?

A364

Was consideration given to any liabilities (including
the effect of any timing differences) resulting from
the Federal excise tax on investment income of pri
vate foundations and any Federal and State taxes on
unrelated business income?

N424

Do the tests of interfund borrowings appear adequate
with respect to:

Legal restrictions, if any, on such borrowings?

N425

Authorization?

N426

Classification?

N427

Collectibility of amounts due from other funds?

N428

Appropriateness of interest accruals and pay
ments?

N429

Based on the evaluation of internal accounting con
trol, or, if early application of SAS No. 55 was
elected, based on the assessment of control risk, do
the substantive tests of liabilities appear adequate?

A365

□
Deferred Revenue

Do the working papers indicate that consideration was
given to whether the basis of deferring revenue is
reasonable and consistent with the donors' or grant
ors' restrictions?

N430

Was consideration given to matching requirements, if
any?

N431

Do the working papers indicate that consideration was
given to the appropriateness of the amounts of re
stricted gifts, grants, bequests, donations, or other
income recognized as current revenue or support?

N432

1/90
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N/A

YES

NO

REF

QUES.
□

Commitments and Contingencies
Do the working papers include indication of the
following:

Inspection of minutes of meetings of the
governing board and other appropriate committees
of the board?

A372

Inspection of contracts, loan agreements, leases,
and correspondence from donors, grantors, and
governmental agencies, and similar documents?

A373

Accumulation and analysis of confirmation respon
ses from banks and lawyers?

A374

Inquiry and discussion with management (includ
ing management's written representations con
cerning liabilities and litigation, claims,
assessments, and regulatory requirements as
applicable?

A375

Is there indication that procedures were performed to
uncover the need for recording or disclosing events
subsequent to the date of the financial statements?
(SAS No. 1, sections 560.10, 560.11 and 560.12)

A377

Did the auditor consider evidence of the entity's
activities (such as lobbying) which might cause the
entity to lose its tax exempt status or be subject
to penalties or taxes?

N433

If the entity is a private foundation, as defined by
IRC section 509, did the auditor determine whether
the entity complied with IRS regulations concerning
required distribution of income and prohibited acti
vities?

N434

Has adequate consideration been given to loss con
tingencies in accordance with SFAS No. 5?

N435

□

Fund Balance
Where applicable, were authorizations of changes in
reserves and designated balances examined?
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N436

N/A

YES

NO

REF.

QUES.
Do the working papers indicate that there were ade
quate inquiries, where applicable, as to proper
classification, description and disclosure of com
ponents of the fund balance?

N437

Do the working papers indicate that fund transfers
were properly approved and recorded?

N438

If an endowment fund is maintained, do the working
papers indicate that fund income is distributed to
unrestricted and restricted funds in accordance with
donors’ stipulations?

N439

□
Revenues, Expenses, Support, and Capital
Additions

Were revenues and expenses for the period compared
to the budget and the preceding period and reviewed
for reasonableness, and were significant variances
and fluctuations explained?

A383

Was adequate consideration given to:
The entity's revenue recognition policy?

A384

Income recognition on transactions where the
earnings process was not complete?

A385

Do the working papers indicate that consideration was
given to the valuation and classification of revenue
derived from service fees, such as subscription and
membership income, and sales of publications and
other items?

N440

If the entity is reimbursed by a third party for
costs incurred in connection with providing services
to others:
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Were pertinent sections of significant thirdparty contracts reviewed to determine the basis
for reimbursement?

N441

Were cost reimbursement reports and the underly
ing support reviewed?

N442

Were appropriate allocations made of indirect
costs among the entity's programs?

N443

NE-38

N/A

YES

NO

REF

QUES.
Do the working papers indicate that the auditor con
sidered actual receipt of, propriety of, valuation
method used, and any restrictions placed on amounts
received during the current period from:
Cash contributions?

N444

Donated services?

N445

Gifts of securities, materials, facilities, and
other nonmonetary items?

N446

Future interests and interest free loans?

N447

If expenses are classified by function, did the audi
tor adequately test the classifications and alloca
tions?

N448

If joint costs of multipurpose activities are
incurred, were the requirements of SOP 87-2
appropriately considered?

N449

Were fundraising costs expensed in the proper
period and in the proper fund?

N450

If grants are awarded to other organizations, did the
auditor review:

The classification of the grants?

N451

The effects of the grantees* compliance or noncompliance with performance requirements?

N452

Were tests of payrolls, including account distri
bution, made?

A381

With regard to pension plans, do the tests made of
the expense and liabilities appear adequate?

N453

Based upon the evaluation of internal accounting
control, or, if early application of SAS No. 55 was
elected, based on the assessment of control risk,
did the substantive tests (review, analysis, and
testing) of revenues and expenditures/expense appear
adequate?

A388

Other

Have leases been examined to determine that capital,
sales, and direct financing leases have been properly
accounted for?
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A389

N/A

YES

NO

REF

QUES.

Were appropriate procedures applied to additional
information?

A390

If the work of a specialist was used, did the auditor
apply the guidance in SAS No. 11, par. 9 through 12?

A393

Were specific procedures for determining the exis
tence of related parties and examining identified
related party transactions applied? (SAS No. 45)

A394

If the entity is affiliated with or otherwise finan
cially related to other entities, did the auditor
consider the need for combined financial statements
or disclosure of the relationship?

N454
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N/A

YES

NO

REF.

V.

FUNCTIONAL AREAS

QUES.
Independence
If any evidence was noted during the review that may
indicate a lack of independence (including a lack of
objectivity), was the matter identified and
appropriately resolved by the firm and its impact
appropriately considered?

A501

Have personnel been appropriately advised as to the
need to observe independence requirements concerning
the client or any other nonrelated parent, investor,
investee, subsidiary or affiliate?

A502

Was timely and appropriate assurance of independence
obtained from other firms engaged to audit segments
or component units of the entity?

A503

Were the fees for the prior year's services paid
prior to issuance of the report for the current
engagement?

A504

Assigning Personnel to Engagements
Were scheduling and staffing requirements identified
on a timely basis and approved by appropriate person
nel?

A506

Does it appear that engagement personnel possessed
an appropriate mix of experience and training in re
lation to the complexity or other requirements of the
engagement and the extent of supervision provided?

A507

Consultation
Was there appropriate consultation and documentation:
In situations specified by firm policy?

A508

Where the complexity or unusual nature of the
issue warranted it?

A509

Were the firm's conclusions consistent with pro
fessional standards?

A510

If the engagement records indicated a difference of
opinion between engagement personnel and a specialist
or other consultant, was the difference resolved in
accordance with firm policy and was the basis of the
resolution appropriately documented?

A511
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N/A

YES

NO

REF.

QUES.
Supervision

Were appropriate and knowledgeable engagement
personnel involved in the planning process?

A512

Does it appear that audit planning was adequately
documented in the working papers, including any
changes in the original plan?

A513

Did the partner (or manager) approve the overall
audit plan (including the audit program) as the
final planning step and convey his approval or
modifications to the engagement staff?

A514

Does it appear that hours charged by the partner,
manager, and, where applicable, by the concurring
reviewer were adequate and appropriately timed to
provide for planning and supervision as the job
progressed?

A515

Were all forms, checklists, or questionnaires, if
any, required by firm policy for the following areas
adequately completed and modified, where appropriate,
for the engagement:
A516

Planning checklist?

Review of internal control structure:
Manual system?

A517

EDP system?

A518

Audit work programs?

A519

Financial statement disclosures?

A520

Working papers and financial statement reviews?

A521

If standardized forms, etc., were not used for any of
the above areas, is there adequate documentation of
these areas?

A522

Were the firm's guidelines for the form and content
of audit working papers complied with?

A523

Were differences of professional opinion between
engagement personnel resolved in accordance with firm
policy?

A524
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N/A

YES

NO

REF.

QUES.
If used, were scientific audit tools (e.g., computer
auditing, statistical sampling) properly evaluated
by persons with training in these areas? (SAS No.
48)

A525

If required by firm policy, was an appropriate pre
issuance review made of the working papers, report,
and financial statements by a person whose position
in the firm is commensurate with that responsibility,
to determine that the work performed was complete
and conformed to professional standards and firm
policy and was that review documented?

A526

Advancement
If required by firm policy, was the staff on this
engagement appropriately evaluated?

A527

Acceptance and Continuance of Clients

Does it appear that the firm's guidelines for accep
tance and continuance of clients were complied with?

A528

Professional Development

Did the personnel assigned to this engagement appear
to be appropriately familiar with the applicable pro
fessional pronouncements (FASB, AICPA, etc.)?
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A529

N/A

YES

NO

REF
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Appendix A - Audits of Governmental Grantees
NOTE:

These questions are derived from the U. S. General Accounting Office's
"Standards for Audit of Governmental Organizations, Programs, Activi
ties, and Functions" (1981 "Yellow Book") and the Office of Management
and Budget Circular A-110. Reviewers may wish to consult these docu
ments for more detailed information on standards concerning the audits
of governmental grantees.

(Reviewers of engagement on which Government Auditing Standards (1988
revision) and SAS No. 63, "Compliance Auditing Applicable to Governmen
tal Entities and Other Recipients of Governmental Financial Assistance"
were applied should complete Section III instead of this appendix).

QUES.
If the audit was required to be conducted in accor
dance with the GAO's Standards for Audit, do the
auditor's report(s) include references to GAO's
Standards for Audit, and appropriately cover:

The financial statements, including, where
presented, the combining and individual fund
financial statements?

N601

Internal accounting control based solely on a
study and evaluation made as part of the audit of
the financial statements?

N602

Compliance with finance-related legal and con
tractual provisions including a summary of ques
tioned costs and/or instances of noncompliance?

N603

When appropriate, did the auditors issue a report
on fraud, abuse, or an illegal act, or indica
tions of such acts to the entity arranging the
audit?

N604

When appropriate, was the scope section of the report
properly modified to disclose that an applicable
government auditing standard was not followed, the
reasons therefore, and the known effect of not
following the standard on the audit results?

N605

If required, did the auditor's report on internal
control (accounting and administrative) identify:
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The entity's significant internal accounting con
trols and those controls designed to provide rea
sonable assurance that federal programs are being
managed in compliance with laws and regulations?

N606

The controls that were evaluated?

N607

The controls that were not evaluated?

N608
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N/A

YES

NO

REF.

QUES.
The material weaknesses identified as a result of
the evaluation?

N609

If required, did the auditor's report on compliance
include:
A statement of positive assurance with respect to
those items tested for compliance with laws and
regulations pertaining to financial reports?

N610

Negative assurance on those items not tested?

N611

A summary of material instances of noncompliance?

N612

If required by contractual obligations, were findings
presented in accordance with the guidance in the
GAO's Standards for Audit regarding reporting on
economy and efficiency audits and program results
audits?

N613

Was interfund activity properly reviewed and were
differences between total interfund receivables and
total interfund payables investigated and resolved?

N614

If applicable, were adequate tests of compliance with
applicable laws and regulations made?

N615

If evidence exists of situations or transactions
that could be indicative of fraud, waste, abuse, or
illegal expenditures and acts, did the auditor:

Either obtain management's approval to extend
audit steps and procedures to identify the effect
on the entity's financial statements or consider
issuing a disclaimer of opinion because of a
scope limitation?

N616

Give prompt notice to the appropriate management
officials of the entity arranging the audit?

N617

Were all material instances of weaknesses in internal
controls and all identified instances of noncompli
ance with applicable laws and regulations:
Adequately evaluated and documented?

N618

Appropriately reported in accordance with appli
cable standards? (SAS No. 20 or 60, GAO's
Standards for Audit, pp. 28-29 and OMB A-110,
Attachment F)

N619

Do the working papers indicate that consideration
was given to prior audits of government financial
assistance programs that disclosed questionable or
disallowed costs, or instances of noncompliance?
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N620

N/A

YES

NO

REF

VI.

EXPLANATION OF "NO" ANSWERS AND OTHER COMMENTS

The following pages are provided for your comments on all "no" answers for which
an MFC form was not generated or to expand upon any of the "yes" answers. All
"no" answers must be thoroughly explained and reviewed with the engagement
partner.

Page
Number

Question
Number

__________ Explanatory Comments_______________

Disposition
of Comments*

The nature of the disposition of comments may vary, such as:

1/90

o

Note "resolved" and the manner of resolution.

o

Note "not significant" to indicate a "no" answer is appropriate but that
the matter is not significant enough to warrant the preparation of an
MFC form.
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Page
Number
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Question
Number

Explanatory Comments

NE-48

Disposition
of Comments

Page
Number
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Question
Number

Explanatory Comments

NE-49

Disposition
of Comments

Page
Number
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Question
Number

Explanatory Comments

NE-50

Disposition
of Comments

VII.

CONCLUSIONS

EXPLAIN BELOW THE REASONS FOR ANY "YES" ANSWERS.

BE SPECIFIC.

Based on the work performed, did anything come to your attention
that caused you to believe that:
1.

2.

3.

4.

5.

The firm did not perform the engagement in all
material respects in accordance with generally
accepted auditing standards (see AU 390 and
ET 202) and other applicable standards including
where applicable, the requirements of Government
Auditing Standards and the Single Audit Act?

YES*____ NO

The financial statements did not conform with
generally accepted accounting principles (or where
applicable, a comprehensive basis of accounting
other than GAAP) in all material respects and the
auditor's report was not appropriately modified
(see AU 561 and ET 203)?

YES*____ NO

The auditor's reports, including all reports
required by governmental agencies, were not
appropriate in the circumstances?

YES*____ NO

The documentation on this engagement does not
support the firm's opinion on the financial
statements?

YES ____ NO

The firm did not comply with its policies and
procedures on this engagement in all material
respects?

YES ____ NO

* If this question is answered "yes," see additional guidance contained on pages
2-20 and 2-21 of the SECPS Manual (1986 edition) or the PCPS Peer Review
Manual (1986 edition).
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HATTER FOR FURTHER CONSIDERATION

CONTROL NO.

REVIEWER'S DESCRIPTION OF THE MATTER

Reviewed firm agrees with the

description

of The

matter?

yeS

nO

REVIEWED FIRM'S COMMENTS ON CIRCUMSTANCES, SIGNIFICANCE OF MATTER, ETC.

REVIEWER'S ADDITIONAL COMMENTS

Check One: Design

Performance
Compliance-Membership
Compliance-Other
Documentation

______
______
______

(Note: This sample MFC form has been reduced in size. The actual form is
8 1/2" x 14" and is available from the Quality Control Review Division
staff.)
REVIEW CAPTAIN'S COMMENTS, IF ANY

REASON:

FIRM
OFFICE CODE NO. _____________________________
Signatures

CONTROL NO. ___________

Dates

Engagement Partner __________________________

Reviewer____________________________________

Team Captain ________________________________
Compliance Questionnaire

Engagement

Section Element_______________________
Program Step_________________________
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No. ________________________
Checklist Page _____________
Program Step _______________

Audit Engagement
Supplements

AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS

DIVISION FOR CPA FIRMS

Peer Review Program

SUPPLEMENTAL CHECKLIST FOR REVIEW OF BANK AUDIT ENGAGEMENTS

(SEE SEPARATE INSTRUCTIONS FOR USE OF THIS CHECKLIST)

BE-1

Copyright © 1990 by the
American Institute of Certified Public Accountants, Inc.
1211 Avenue of the Americas, New York, NY 10036-8775
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BE-2

Instructions for Use of the Supplemental Checklist
for Review of Bank Audit Engagements

This supplemental checklist was developed for use by reviewers of bank audit
engagements. It should be used in conjunction with the Checklist for Review of
Audit Engagements (audit checklist) and other guidance materials issued to
implement the peer review program of the AICPA Division for CPA Firms. The
instructions to sections I and III of the audit checklist should be used when
completing the applicable sections of this supplement. Questions regarding
these instructions or any other materials or about the review in general should
be directed to the AICPA Quality Review Division at 212/575-6650.
The questions in this checklist emphasize reporting matters and general proce
dures ordinarily performed by an independent auditor in the examination of
financial statements of banks. All "No” answers must be thoroughly explained in
Section VI of the audit checklist.

This checklist is not intended to be an all-inclusive document containing all
disclosure and audit procedures related to banks. It is a summarization of com
monly addressed key areas and related concepts or procedures. Therefore, it
should be used in conjunction with various reference materials dealing with re
porting, disclosure and audit procedure issues in order to sufficiently evaluate
banking engagements. These additional materials include the AICPA Financial
Reporting Practice Aid, Disclosure Checklist for Banks, or other similarly com
prehensive disclosure materials, the AICPA Industry Audit Guide, Audits of
Banks, and the AICPA Auditing Procedure Study, Auditing the Allowance for Credit
Losses of Banks.

This is the first of a series of supplemental checklists which the Institute
intends to develop to facilitate the reviews of engagements within specialized
industries. If you have any comments concerning this supplemental checklist,
please forward them to the AICPA Quality Review Division.
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Supplemental Checklist For Review Of Bank Audit Engagements

CONTENTS

BE
PAGE

SECTION

I.

Report and Financial Statements(1)

(Supplement to Section I of the Checklist for Review of Audit
Engagements)(2)

Financial Statements and Footnotes
II.

...............

. .........

BE-5

Working Paper Areas - Banks(3)

(Supplement to Section III of the Checklist for Review of Audit
Engagements)(2)

General............................................................

BE-6

Director's Examinations ..........................................

BE-6

Trust Operations.................................................

BE-6

Loans..............................................................

BE-7

Real Estate and other Assets

BE-8

...................................

(1)

Refer to—the AICPA Financial Reporting Practice Aid, Disclosure Checklists
for Banks, or other similarly comprehensive materials, and the AICPA
Industry Audit Guide, Audits of Banks (see instructions on BE-3).

(2)

Reviewers should refer to the instructions for the applicable section
included in the Checklist for Review of Audit Engagements.

(3)

Refer to—the AICPA Industry Audit Guide, Audits of Banks and the AICPA
Auditing Procedure Study, Auditing the Allowance for Credit Losses of Banks
(see instructions on BE-3).
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I.

Report and Financial Statements

Financial Statements and Footnotes

QUES. N/A YES NO
Balance Sheet

Is the presentation appropriate and disclosure
adequate regarding:

B101

Loans?

Allowance for credit losses (shown as a deduc
tion from loans and lease receivables; disclose
the method of providing reserves and a recon
ciliation of the balance)?
B102
Domestic and foreign deposits (separately shown
and disclosing interest or non-interest-bearing
portions, amounts and maturities of certificates
of deposit of $100,000 or greater, large con
centrations and related parties)?

B103

Federal fund purchases, securities sold under
repurchase agreements and other short-term
borrowings?

B104

Exclusion of trust assets?

B105

Material interest-bearing deposits in other
banks (separately disclosed)?

B106

Federal funds sold and securities purchased
under resale agreements (presented at gross
amounts)?

B107

Trading assets and related futures contracts?

B108

Mortgage loans and mortgage backed securities
held for sale?

B109
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REF.
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II. Working Paper Areas - Banks

□
QUES. N/A

General
Do the engagement planning and audit working papers
consider apparent fraud and insider abuse and the
results of inquiries, readings, excerpts or other
evidence of an understanding of regulatory exami
nations, their findings and actions?

B301

Did the engagement team consider the risks to the
bank of possible violations of regulations such
as the following:
Bank Secrecy Act?

B302

Legal lending limit regulations and interest
rates charged?

B303

Affiliated party transaction regulations?

B304

Current minimum capital ratio requirements?

B305

□
Director's Examinations

Procedures may be limited in a director's
examination; therefore, were the following con
sidered:

Clearly setting forth in the engagement
letter, in advance, the nature and extent of
procedures?

B306

State regulations and requirements in the
determination of audit scope?

B307

Compliance with the provisions of SAS No. 35,
if the examination consisted of performing
certain agreed-upon procedures?

B308

□
Trust Operations

Were the audit procedures directed to uncover
the existence of contingent liabilities arising
from trust department operations and the bank's
fiduciary responsibilities?
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B309

YES

NO

REF.

□

QUES. N/A

Loans
Did the loan evaluation consider or include:
The banks lending policies and procedures,
including its control over loan file docu
mentation and maintenance?

B310

The qualifications of the bank loan officers?

B311

The effectiveness of the bank's internal
audit and loan review program?

B312

The results of prior years examinations and
industry statistics?

B313

Loan loss experience and charge-off policy?

B314

The relative degrees of risk inherent by
type of loan; considering, for example, if
loans are unsecured, associated with
depressed areas or industries, highly con
centrated and exposed to political,
geographic or economic risks?

B315

Participation purchased or sold?

B316

Over drafts?

B317

Related party transactions?

B318

The extent to which loan renewals and exten
sions are used to maintain loans on a
current basis?

B319

Appraisals obtained on foreclosures, includ
ing the qualifications, independence and
findings of the appraisers?

B320

The use of watch lists, delinquency reports
and other sources of potential problems
including troubled debt restructurings and
in-substance foreclosures?

B321

Did the work include the review of individual
loan files including borrowers financial state
ments, evidence of collateral and cash flow
information?
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B322

YES

NO

REF

QUES. N/A
In the loan area has the audit team given ade
quate consideration to:
Testing executed notes, loan applications,
financial statements of borrowers, chattels,
other credit information and approvals?

B323

Confirmation with bank customers?

B324

Proper accounting recognition of unearned
income, interest income, points, recognition
of acquisition and other fees and requirements
of FAS No. 91?

B325

The relationship of the total interest income
yield, calculated through the comparison of
total interest income to average loan balance,
to interest rates in effect for the period.

B326

Was an appropriate evaluation of the adequacy of
the allowance for loan losses and the selection
of loans to be evaluated, documented and then
performed?

B327

□
Real Estate and Other Assets
If real estate or other assets acquired through
foreclosure are significant to the client, were:

Carrying values at the time of foreclosure
evaluated and properly classified in the
financial statements?

B328

Continuing carrying values assessed,
including those for in-substance foreclosures?

B329

Loans restructured by the client properly
recorded under the principles of FAS No. 15?

B330

In-substance foreclosures reviewed to deter
mine that they were accounted for as troubled
debt restructurings?

B331

1/90

BE-11

YES

NO

REF

(

Compiled Statement
Checklist

As Revised - 1990

AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS

DIVISION FOR CPA FIRMS

Peer Review Program

CHECKLIST FOR REVIEW OF A
COMPILATION OF FINANCIAL STATEMENTS

(SEE SEPARATE INSTRUCTIONS FOR USE OF THIS CHECKLIST)

CS-1

Copyright © 1990 by the
American Institute of Certified Public Accountants, Inc
1211 Avenue of the Americas, New York, NY 10036-8775
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CS-2

ENGAGEMENT PROFILE
Engagement Code No. __________________

Office_______________________________________

Partner________________________________

Date of Financial Statements*_____________

Manager________________________________

Date of Report_____________________________

Date Report Released _______________________
The responsibility of this office involves reporting on:
1.
( ) compiled balance sheet
( ) compiled financial statements
( ) compiled income statement
without statement of changes
( ) complete set of compiled
in financial position
financial statements

2.

that (include) (omit) substantially all required disclosures and

3.

that (include) (do not include) supplementary information.

The financial statements are for a nonpublic entity that is a (an):
(
) independent entity
( ) subsidiary, division or branch
(
) consolidated or combined group
( ) other (explain)
The financial statements cover an (annual) (interim) reporting period.

Date that the fee for the prior year's engagement was paid _____________________
Key data reported on by this office for this engagement:

Total assets
Equity
Net sales
Net income

$
$
$-------------------------$

Major lines of business

Complex or troublesome engagement areas:

Compilation hours on this engagement:
Partner
Manager (or equivalent)
Senior
Other
Total this office

___________
___________
___________
___________
___________

Total budgeted

Date Checklist Reviewed
Date Engagement Review Performed______________ by Team Captain_______________________
Reviewer_________________________________________Signature_____________________________

*To determine the applicability of all cross-referenced pronouncements, their
effective dates should be considered.
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CHECKLIST FOR REVIEW OF A
COMPILATION OF FINANCIAL STATEMENTS
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Functional Areas

IV. Explanation of "No" Answers and Other Comments
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This checklist has been updated through
SSARS No. 6, SFAS No. 102, and FASB
Interpretation No. 38.

CS-5

.........

25
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I. REPORT AND FINANCIALSTATEMENTS
NOTE:

This is a highly summarized checklist taken from the AICPA financial
reporting practice aid, Disclosure Checklists. Reviewers may wish to
consult that checklist, a copy of which has been provided to the review
team, for detailed information about the requirements of professional
standards and for citations thereto. All “no" answers must be thor
oughly explained. If the firm has used its own report and financial
statement disclosure checklist on this engagement, it may be reviewed
in lieu of completing this checklist provided the reviewer has deter
mined that the firm's checklist is current, comprehensive, and appro
priate for the engagement.
QUES. N/A* YES

NO REF.**

Accountants' Reports

Is the report dated in conformity with the require
ments of professional standards?

C101

Does the report adequately disclose all required
matters and does its language conform to that
required by professional standards?

C102

If required by the circumstances, does the
accountants' report depart from the standard
report and include appropriate language
describing the modification?

C103

If the financial statements are presented in
conformity with a comprehensive basis of
accounting other than GAAP, is the basis
disclosed in conformity with professional
standards?

C104

If supplementary information accompanies
the basic financial statements, does the
accountant describe in his report the degree
of responsibility, if any, he is taking?

C105

Does each page of financial statements that
have been compiled include a reference to
the accountants' report?

C106

*

The N/A column should be used when the item either does not exist or is not
material.

**

All "no" answers should be handled in either of the following ways:
(1)
discussed on an MFC with the MFC form number noted in the REF column, or
(2) discussed on the pages provided at the end of this checklist if no MFC
was generated.
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QUES. N/A

YES

NO REF.

Financial Statements and Footnotes***

General

Are the financial statements suitably titled?

C107

Is the presentation appropriate and disclosures
adequate regarding:

Significant accounting policies?

C108

Accounting changes?

C109

Comparative financial statements?

C110

Business combinations?

cm

Are all majority-owned subsidiaries consolidated in
the financial statements, unless consolidation is
specifically not required by professional standards?

C112

Is summarized financial information disclosed for
majority-owned subsidiaries that were not consoli
dated in years prior to the application of FASB No.
94?

C113

If the entity controls a group of related entities,
did the accountant consider the need for combined
financial statements?

C114

Are required disclosures made concerning related
party transactions?

C115

Are foreign currency transactions and translation
of financial statements denominated in a foreign
currency accounted for and disclosed?

C116

Are foreign operations and export sales adequately
disclosed?

C117

Are nonmonetary transactions accounted for and
disclosed?

C118

With respect to contingencies and commitments:
Are loss contingencies disclosed and/or
accrued?

***
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C119

Certain questions contained herein will not be applicable for compiled
financial statements which omit substantially all disclosures and therefore
should be answered accordingly.

CS-8

QUES. N/A
Are commitments and other contingencies
adequately disclosed?

Are the financial statements, where appropriate,
adjusted for the effect of subsequent events and
do they include disclosure of significant sub
sequent events, whether or not adjustments were
made?

C120

C121

If FASB No. 87 is being applied, is the following
information on defined benefit pension plans ade
quately disclosed:

A description of the plan?

C122

The amount of net periodic pension cost and
of required cost components?

C123

A reconciliation of the plan's funded status
with the amount reported in the employer's
balance sheet?

C124

The discount rate and rate of compensation
increase used to measure the projected
benefit obligation and the long-term rate
of return on plan assets?

C125

Other information concerning plan assets,
benefits, and amortization methods?

C126

Are all other pension plans adequately disclosed?

C127

Are postretirement health care and life insurance
benefits properly disclosed?

C128

If the entity is or has been a "development stage
enterprise," are adequate disclosures made?

C129

Do the financial statements, where required,
include appropriate presentations of:
Segment information?

C130

Major customers?

C131

Futures contracts?

C132

Balance Sheet
Is the presentation appropriate and disclosure
adequate regarding:

Segregation of assets and liabilities into
current and noncurrent classifications?
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C133

YES

NO REF.

QUES. N/A
Valuation allowances?

C134

Restricted cash, including compensating
balances?

C135

Marketable equity securities?

C136

Other marketable securities?

C137

Receivables:
Unbilled receivables?

C138

Loans and related origination fees?

C139

Effect of interest rates which do not
reflect market rates?

C140

Receivables related to troubled debt
restructurings?

C141

Other receivables?

C142

Inventories?

C143

Investments?

C144

Property and equipment, including accounting
for depreciation, assets of discontinued
operations, investment credit, and capitalized
interest?

C145

Sales-type, direct financing, and operating
leases of lessors?

C146

Other assets, including intangible assets,
unamortized computer software costs, deferred
tax assets and deferred charges?

C147

Pledged assets?

C148

Current liabilities?

C149

Short-term liabilities expected to be
refinanced?

C150

Notes payable and other debt:
Maturities and rates?
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YES

NO REF

QUES. N/A

Other terms and covenants?

C152

Effect of interest rates which do not
reflect market rates?

C153

Effect of troubled debt restructurings?

C154

Effect of early extinguishment of debt?

C155

Maturities and sinking fund requirements
for the next five years?

C156

Capital and operating leases of lessees?

C157

Other liabilities and deferred credits,
including classification of deferred tax
liabilities, employees' compensation for
future absences, special termination benefits
to employees and deferred revenue?

C158

Capital stock (number of shares authorized,
issued, and outstanding, par or stated value
per share, rights and preferences of various
classes)?

C159

Stock option and stock purchase plans?

C160

Stock subscriptions receivable?

C161

Retained earnings, including appropriations
thereof and restrictions on dividends?

C162

Changes in stockholders' equity?

C163

Redemption requirements on capital stock for
the next five years?

C164

Income Statement
Are the important components of the income state
ment separately disclosed?

C165

Is the presentation appropriate and disclosure
adequate regarding:

1/90

Method of income recognition, where appropri
ate, for example: long-term contracts and
real estate transactons?

C166

Gains and losses, realized and unrealized
from marketable equity securities?

C167
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YES

NO REF

QUES. N/A

Income and income taxes on investments in
securities accounted for on the equity method?

C168

Research and development costs?

C169

Computer software costs?

C170

Interest costs?

C171

Discount or premium on notes receivable or
payable?

C172

Depreciation?

C173

Pension costs?

C174

Compensatory stock issuance plan?

C175

Deferred compensation agreements?

C176

Sales transactions in which the buyer has the
right to return the product?

C177

Product financing arrangements?

C178

Income taxes, computed under the early appli
cation of FASB No. 96, to include:

1/90

The types of temporary differences that
cause significant portions of a deferred
tax liability or asset?

C179

Significant components of income tax
expense, including the current tax ex
pense or benefit, deferred tax expense
or benefit, investment tax credits,
government grants that reduce income tax
expense, the benefits of operating loss
carryforwards, and adjustments due to
changes in tax laws, rates, and tax
status?

C180

Reconciliation of income tax expense or
benefit attributable to continuing opera
tions to the amount of expense or benefit
that would result from applying the
federal statutory rates to pre-tax income
or loss from continuing operations?

C181

Amounts and expiration dates of operating
loss and tax credit carryforwards?

C182

Other information concerning tax expense,
benefits and the effect of income taxes.

C183
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YES

NO REF

QUES. N/A
Income taxes computed under APB No. 11,
including operating loss carry-forwards,
investment tax credits, and reasons for
difference of tax expense from customary
relationship between income and taxes?

C184

Discontinued operations?

C185

Extraordinary and unusual items?

C186

YES

NO REF.

Statement of Changes in Financial Position
Is a statement of changes in financial position
presented for each period for which an income
statement is presented?

C187

Does it disclose all important aspects of financing
and investing activities?

C188

Are net changes in each element of working capital
disclosed?

C189

Statement of Cash Flows

Is a statement of cash flows presented for each
period for which results of operations are
provided? (1)

C190

Does it report cash provided or used by investing,
financing, and operating activities?

C191

Does it report the net effect of cash flows on cash
and cash equivalents during the period in a manner
that reconciles beginning and ending cash and cash
equivalents and do the amounts of cash and cash
equivalents agree with the amounts on the balance
sheet?

C192

Does it provide a reconciliation between net income
and net cash flow from operating activities?

C193

Are noncash investing and financing activities
disclosed?

C194

(1)
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FASB No. 95, paragraph 34, encourages, but does not require, re- statement
of comparative financial statements for earlier years. The reviewer should
not answer this question "no" if the statement of changes in financial
position is presented for comparative years, but should consider the
appropriateness of the accountant's report in these circumstances.

CS-13

QUES. N/A
If the indirect method of reporting net cash flows
from operating activities was used were the amounts
of interest and income taxes paid disclosed?

C195

Other

If the industry in which the client is practicing
is covered by an accounting and audit guide, are
the suggested format, statements, and disclosures
consistent with the guide?

1/90

CS-14

C196

YES

NO REF

II. GENERAL PROCEDURES

QUES. N/A

Was an engagement letter issued or a written memo
randum of an oral understanding prepared to provide
a record of the understanding with the client as to
the services to be provided? (SSARS No. 1, para
graph 8 requires the accountant to establish an
understanding with the entity, preferably in
writing)

C201

Was information obtained about the accounting prin
ciples and practices of the industry in which the
entity operates and about the entity's business
transactions, the form of its accounting records,
the stated qualifications of its accounting person
nel, the accounting basis on which the financial
statements are to be presented, and the form and
content of the financial statements or, if infor
mation was obtained from prior engagements, was it
updated for changed circumstances, and given
appropriate consideration (e.g., proposed work
program, manpower requirements, etc.)? (SSARS No.
1, paragraphs 10, 11 and 12)

C202

If the subject engagement was originally intended
to be an audit, rather than a compilation of
financial statements, did the accountant consider:
(SSARS No. 1, paragraph 45)
The reason given for the client's request,
particularly the implications of a restric
tion on the scope of the examination, whether
imposed by the client or by circumstances?

C203

The additional audit effort required to com
plete the examination?

C204

The estimated additional cost to complete the
examination?

C205

Did the accountant consider whether it was neces
sary to perform other accounting services, such
as assistance in adjusting the books of account or
consultation on accounting matters, in compiling
the financial statements? (SSARS No. 1, paragraph
11)

C206
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YES

NO REF.

QUES. N/A
Is there an Indication in accordance with firm
policy that the accountant read the compiled
financial statements and considered whether such
financial statements appeared to be appropriate
in form and free from obvious material errors?
(SSARS No. 1, paragraph 13)

C207

If the accountant became aware that Information
supplied by the entity was incorrect, incomplete,
or otherwise unsatisfactory for the purpose of
compiling financial statements, did the accountant
obtain additional or revised information?
(SSARS No. 1, paragraph 12)

C208

Have all questions, exceptions or notes, posed
during the work been followed up and resolved?

C209

If the accountant had become aware that information
supplied by the entity was incorrect, incomplete
or otherwise unsatisfactory subsequent to the date
of his report, did he consider the guidance in
SSARS No. 1, paragraph 42 in determining an
appropriate course of action, and does the matter
appear to be properly resolved?

C210
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YES

NO REF.

III.

FUNCTIONALAREAS

QUES. N/A
Independence
If any evidence was noted during the peer review
which may indicate a lack of independence
(including a lack of objectivity), was the matter
identified and appropriately resolved by the firm
and its impact appropriately considered?

C301

Have personnel been appropriately advised about
the need to observe independence requirements
concerning the client and any other related non
client parent, investor, investee, subsidiary or
affiliate?

C302

Were the fees for the prior year's services paid
prior to issuance of the current year's report?

C303

Assigning Personnel to Engagements (These steps
may not be necessary for recurring compilation
engagements with no unusual complexity.)

Were scheduling and staffing requirements identi
fied on a timely basis and approved by the
appropriate personnel?

C304

Does it appear that engagement personnel possessed
an appropriate mix of experience and training in
relation to the complexity or other requirements
of the engagement, and the extent of supervision
provided?

C305

Consultation
Was there appropriate consultation and documenta
tion thereof:

In situations specified by firm policy?

C306

Where the complexity or unusual nature of the
issue warranted it?

C307

Were the firm's conclusions consistent with pro
fessional standards?

C308

If the engagement records indicated a difference of
opinion between engagement personnel and a special
ist or other consultant, was the difference re
solved in accordance with firm policy and was the
basis of the resolution appropriately documented?

C309
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YES

NO REF.

QUES. N/A
Supervision
Does it appear that engagement planning was
appropriate in the circumstances?

C310

Were forms, checklists, or questionnaires, if any,
required by firm policy for the following areas
adequately completed and modified, where appropri
ate, for the engagement:

If
of
of
to

Planning checklist?

C311

Work programs?

C312

Financial statement disclosures?

C313

Working paper preparation and reading of
financial statements?

C314

standardized forms, etc., were not used for any
the above areas, is there adequate documentation
compliance with the firm's policies applicable
compilation engagements?

C315

Were the firm's guidelines, if any, for the form
and content of working papers for a compilation
complied with?

C316

Were differences of professional opinion between
engagement personnel resolved in accordance with
firm policy?

C317

Advancement
If required by firm policy, was the staff on this
engagement appropriately evaluated?

C318

Acceptance and Continuance of Clients
Does it appear that the firm's guidelines for
acceptance and continuance of clients were complied
with?

C319

Professional Development
Did the personnel assigned to this engagement
appear to be appropriately familiar with the
applicable professional pronouncements (FASB,
AICPA, etc.)?
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C320

YES

NO REF.

IV.

EXPLANATION OF "NO" ANSWERS AND OTHER COMMENTS

The following pages are provided for your comments on all "no" answers on which
an MFC form was not generated or to expand upon any of the "yes" answers. All
"no" answers must be thoroughly explained and reviewed with the engagement
partner.

Page
Number

*

1/90

Question
Number

__________ Explanatory Comments_______________

Disposition
of Comments*

The nature of the disposition of comments may vary, such as:

o

Note "resolved" and the manner of resolution.

o

Note "not significant" to indicate a "no" answer is appropriate but
that the matter is not significant enough to warrant the preparation
of an MFC form.

CS-19

Page
Number

Question
Number

Explanatory Comments

NOTE:

1/90

Attach additional sheets if required.

CS-20

Disposition
of Comments

V.

CONCLUSIONS

EXPLAIN BELOW THE REASONS FOR ANY "YES" ANSWERS.

BE SPECIFIC.

Based on the work performed, did anything come to your attention that caused
you to believe:
o

o

o

o

o

The firm did not perform the engagement in all
material respects in accordance with standards for
accounting and review services (ET 202)?

YES*

NO

The financial statements did not conform with
generally accepted accounting principles (or where
applicable, a comprehensive basis of accounting
other than GAAP) in all material respects and the
compilation report was not appropriately modified
(AR 300.04 and ET 203)?

YES*

NO

The compilation report was not appropriate in the
circumstances?

YES*____

NO

The documentation on this engagement does not
evidence compliance with professional standards?

YES

NO

The firm did not comply with its policies and pro
cedures on this engagement in all material respects?

YES

NO

* If this question is answered "yes," see additional guidance contained on pages
2-20 and 2-21 of the 1986 editions of the SECPS Manual and of the PCPS Peer
Review Manual.
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MATTER FOR FURTHER CONSIDERATION

CONTROL NO. _____________
REVIEWER'S DESCRIPTION OF THE MATTER

REVIEWED FIRM AGREES WITH THE DESCRIPTION OF THE MATTER?

YES

NO

REVIEWED FIRM'S COMMENTS ON CIRCUMSTANCES, SIGNIFICANCE OF MATTER, ETC.

REVIEWER'S ADDITIONAL COMMENTS

Check One: Design
Performance
Compliance-Membership
Compliance-Other
Documentation

_______
_______
_______

(Note: This sample MFC form has been reduced in size. The actual form
is 8 1/2" x 14" and is available from the Quality Control Review Division
staff.)

TEAM CAPTAIN'S COMMENTS, IF ANY

FIRM
OFFICE CODE NO. ___________________________________

Signatures

CONTROL NO.

Dates

Engagement Partner________________________________

___________________

Reviewer___________________________________________

___________________

Team Captain______________________________________

___________________

Engagement

Program Questionnaire
Section ___________________________________
Element ___________________________________
Program Step _____________________________
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No. ____________________________
Checklist Page ________________
Program Step __________________

INSTRUCTIONS FOR USE OF MFC FORMS

1.

If an MFC was prepared during the course of the review and subsequent
information indicates that the form should not have been prepared, it may
be discarded.
(For example, an MFC may be discarded if it stated that no
letter was received from legal counsel, but an acceptable letter had been
received and misfiled and was subsequently found. Similarly, an MFC may be
discarded if it stated that documentation in a particular area was inade
quate, but the reviewer reconsidered and decided that documentation was
adequate). On the other hand, if an MFC is prepared for a matter which is
valid, the MFC should not be discarded even though it is subsequently
decided that the matter need not be covered in the letter of comments.

2.

Number MFCs consecutively (top and bottom) to establish correspondence be
tween top and bottom stub.

3.

MFCs relating to both functional and engagement review areas should be
sorted by nature of comment.

4.

Do not detach control stub until POB oversight is completed.
(The stub
should be detached only if the SEC accesses the working papers.)
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(

(

Reviewed Statement
Checklist

As Revised - 1990

AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS

DIVISION FOR CPA FIRMS

Peer Review Program

CHECKLIST FOR REVIEW OF A

REVIEW OF FINANCIAL STATEMENTS

(SEE SEPARATE INSTRUCTIONS FOR USE OF THIS CHECKLIST)

RS-1

Copyright © 1990 by the
American Institute of Certified Public Accountants, Inc.
1211 Avenue of the Americas, New York, NY 10036-8775

RS-2

ENGAGEMENT PROFILE
Engagement Code No.___________________

Office _____________________________________

Partner_________________________________

Date of Financial Statements*_____________

Manager_________________________________

Date of Report_____________________________

Senior__________________________________

Date Report Released_______________________

The responsibility of this office involves reporting on the reviewed financial
statements of a nonpublic entity that is a (an):

(
(

) independent entity
) consolidated or combined group

(
(

) subsidiary, division or branch
) other (explain)

The financial statements cover an (annual) (interim) reporting period and (do)
(do not) include supplementary information.

Date that the fee for the prior year's engagement was paid ______________________
Key data reported on by this office for this engagement:

Total assets
Equity
Net sales
Net income

$
$
$
$

Complex or troublesome engagement areas:

Major lines of business

Review hours on this engagement:
Partner
___
Manager (or equivalent)
___
Senior
___
Other
___
Total this office

Total budgeted
Personnel Continuity:
Partner

Manager (or
equivalent)

Number of years assigned to this job
Number of years in current position on the job

* * * * ******
Date Checklist Reviewed
Date Engagement Review Performed___________ by Team Captain________________________
Reviewer_____________________________________ Signature________________________________

To determine the applicability of all cross-referenced pronouncements, their
effective dates should be considered.
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RS-4

CHECKLIST FOR REVIEW OF A

REVIEW OF FINANCIAL STATEMENTS

CONTENTS

RS
PAGE

SECTION

I.

II.

III.

.................................

7

General Review Procedures .............................................

15

Functional Areas

......................................................

19

.....................................................

19

Report and Financial Statements

Independence

Assigning Personnel to Engagements

.............................

19

Consultation

.....................................................

19

Supervision

.....................................................

20

Advancement

.....................................................

21

Acceptance and Continuance of Clients ...........................

21

........................................

21

Professional Development

IV.

V.

Explanation of "No" Answers andOther Comments

......................

23

Conclusions............................................................

25

....

27

Attachment - Matter for FurtherConsideration ("MFC") form

NOTE:
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This checklist has been updated through
SSARS No. 6, SFAS No. 102, and FASB
Interpretation No. 38.

RS-5
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RS-6

I.
NOTE:

REPORT AND FINANCIAL STATEMENTS

This is a highly summarized checklist taken from the AICPA financial
reporting practice aid, Disclosure Checklists. Reviewers may wish to
consult that checklist, a copy of which has been provided to the re
view team, for detailed information about the requirements of profes
sional standards and for citations thereto. All "no" answers must be
thoroughly explained. If the firm has used its own report and finan
cial statement disclosure checklist on this engagement, it may be re
viewed in lieu of completing this checklist provided the reviewer has
determined that the firm's checklist is current, comprehensive, and
appropriate for the engagement.

QUES. N/A* YES NO REF.**
Accountants' Report
Is the report dated in conformity with the
requirements of professional standards?

R101

Does the report adequately disclose all required
matters and does its language conform to that
required by professional standards?

R102

If the financial statements are presented in con
formity with a comprehensive basis of accounting
other than GAAP, is the basis disclosed in confor
mity with professional standards?

R103

If required by the circumstances, does the accoun
tants' report depart from the standard report and
include appropriate language describing the modi
fication?

R104

If supplementary information accompanies the basic
financial statements, does the accountant describe
in his report the degree of responsibility, if
any, he is taking?

R105

*

The N/A column should be used when the item either does not exist or is not
material.

**

All "no" answers should be handled 1n either of the following ways:
(1) discussed on an MFC with the MFC form number noted in the REF column,
or (2) discussed on the pages provided at the end of this checklist if no
MFC was generated.
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QUES. N/A

Does each page of financial statements that have
been reviewed include a reference to the accoun
tants' report?

R106

Financial Statements and Footnotes
General
Are the financial statements suitably titled?

R107

Is the presentation appropriate and disclosure
adequate regarding:

Significant accounting policies?

R108

Accounting changes?

R109

Comparative financial statements?

R110

Business combinations?

R111

Are all majority-owned subsidiaries consolidated
in the financial statements, unless consolidation
is specifically not required by professional stan
dards?

R112

Is summarized financial information disclosed for
majority-owned subsidiaries that were not con
solidated in years prior to the application of
FASB No. 94?

R113

If the entity controls a group of related enti
ties, did the accountant consider the need for
combined financial statements?

R114

Are required disclosures made concerning related
party transactions?

R115

Are foreign currency transactions and translation
of financial statements denominated in a foreign
currency accounted for and disclosed?

R116

Are foreign operations and export sales adequately
disclosed?

R117

Are nonmonetary transactions accounted for and
disclosed?

R118

With respect to contingencies and commitments:

Are loss contingencies disclosed and/or
accrued?
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R119

YES

NO

REF

QUES. N/A

Are commitments and other contingencies ade
quately disclosed?
Are the financial statements, where appropriate,
adjusted for the effect of subsequent events and do
they include disclosure of significant subsequent
events, whether or not adjustments were made?

R120

R121

If FASB No. 87 is being applied, is the following
information on defined benefit pension plans ade
quately disclosed:

A description of the plan?

R122

The amount of net periodic pension cost and of
required cost components?

R123

A reconciliation of the plan's funded status
with the amounts reported in the employer's
balance sheet?

R124

The discount rate and rate of compensation
increase used to measure the projected benefit
obligation and the long-term rate of return on
plan assets?

R125

Other information concerning plan benefits,
and amortization methods?

R126

Are all other pension plans adequately disclosed?

R127

Are postretirement health care and life insurance
benefits properly disclosed?

R128

If the entity is or has been a "development stage
enterprise," are adequate disclosures made?

R129

Do the financial statements, where required,
include appropriate presentations of:

1/90

Segment information?

R130

Major customers?

R131

Futures contracts?

R132

RS-9

YES

NO

REF.

QUES. N/A
Balance Sheet

Is the presentation appropriate and disclosure
adequate regarding:

Segregation of assets and liabilities into
current and noncurrent classifications?

R133

Valuation allowances?

R134

Restricted cash, including compensating
balances?

R135

Marketable equity securities?

R136

Other marketable securities?

R137

Receivables—
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Unbilled receivables?

R138

Loans and related origination fees?

R139

Effect of interest rates which do
not reflect market rates?

R140

Receivables related to troubled debt
restructurings?

R141

Other receivables?

R142

Inventories?

R143

Investments?

R144

Property and equipment, including accounting
for depreciation, assets of discontinued
operations, investment credit, and capitalized
interest?

R145

Sales-type, direct financing, and operating
leases of lessors?

R146

Other assets, including intangible assets,
unamortized computer software costs, deferred
tax assets, and deferred charges?

R147

Pledged assets?

R148

RS-10

YES

NO

REF.

QUES. N/A
Current liabilities?

R149

Short-term liabilities expected to be re
financed?

R150

Notes payable and other debt:
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Maturities and rates?

R151

Other terms and covenants?

R152

Effect of interest rates which do
not reflect market rates?

R153

Effect of troubled debt restructurings?

R154

Effect of early extinguishment of debt?

R155

Maturities and sinking fund requirements
for the next five years?

R156

Capital and operating leases of lessees?

R157

Other liabilities and deferred credits,
including classification of deferred tax
liabilities, employees' compensation for
future absences, special termination benefits
to employees, and deferred revenue?

R158

Capital stock (number of shares authorized,
issued and outstanding, par or stated value
per share, rights and preferences of various
classes)?

R159

Stock option and stock purchase plans?

R160

Stock subscriptions receivable?

R161

Retained earnings, including appropriations
thereof and restrictions on dividends?

R162

Changes in stockholders' equity?

R163

Redemption requirements on capital stock for
the next five years?

R164

RS-11

YES

NO

REF

QUES. N/A YES NO
Income Statement
Are the important components of the income statestatement separately disclosed?

R165

Is the presentation appropriate and disclosure ade
quate regarding:

Method of income recognition, where
appropriate, for example: long-term contracts
and real estate transactions?

R166

Gains and losses, realized and unrealized,
from marketable equity securities?

R167

Income and income taxes on investments in
securities accounted for on the equity method?

R168

Research and development costs?

R169

Computer software costs?

R170

Interest costs?

R171

Discount or premium on notes receivable or
payable?

R172

Depreciation?

R173

Pension costs?

R174

Compensatory stock issuance plan?

R175

Deferred compensation agreements?

R176
Sales transactions in which the buyer has a
right to return the product?

R177

Product financing arrangements?

R178

Income taxes, computed under the early appli
cation of FASB No. 96, to include:
The types of temporary differences that
cause significant portions of a deferred
tax liability or asset?
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R179

REF.

QUES. N/A

Significant components of income tax
expense, including the current tax expense
or benefit, deferred tax expense or bene
fit, investment tax credits, government
grants that reduce income tax expense, the
benefits of operating loss carryforwards,
and adjustments due to changes in tax
laws, rates, and tax status?

R180

Reconciliation of income tax expense or
benefit attributable to continuing opera
tions to the amount of expense or benefit
that would result from applying the
federal statutory rates to pretax income
or loss from continuing operations?

R181

Amounts and expiration dates of operating
loss and tax credit carryforwards for
financial reporting and tax purposes?

R182

Other information concerning tax expense,
benefits and the effect of income taxes?

R183

Income taxes, computed under APB No. 11, in
cluding operating loss carry-forwards, invest
ment tax credits, and reasons tax expense
differs from the customary relationship be
tween income and taxes?

R184

Discontinued operations?

R185

Extraordinary and unusual items?

R186

Statement of Changes in Financial Position
Is a statement of changes in financial position
presented for each period for which an income
statement is presented?

R187

Does it disclose all important aspects of financing
and investing activities?

R188

Are net changes in each element of working capital
disclosed?

R189
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YES

NO

REF.

QUES. N/A YES NO

REF

Statement of Cash Flows
Is a statement of cash flows presented for each
period for which results of operations are
provided?(l)

R190

Does it report cash provided or used by investing,
financing and operating activities?

R191

Does it report the net effect of cash flows on
cash and cash equivalents during the period in a
manner that reconciles beginning and ending cash
and cash equivalents and do the amounts of cash
and cash equivalents agree to the amounts on the
balance sheet?

R192

Does it provide a reconciliation between net income
and net cash flow from operating activities?

R193

Are noncash investing and financing activities
disclosed?

R194

If the indirect method of reporting net cash
flows from operating activities was used, were
the amounts of interest and income taxes paid
disclosed?

R195

Other

If the industry in which the client is practicing
is covered by an accounting and audit guide, are
the suggested format, statements, and disclosures
consistent with the guide?

R196

(1) FASB No. 95, paragraph 34, encourages, but does not
comparative financial statements for earlier years. The
answer this question "no" if the statement of changes in
presented for comparative years, but should consider the
accountant’s report in these circumstances.
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require, restatement of
reviewer should not
financial position is
appropriateness of the

II.

GENERAL REVIEW PROCEDURES

QUES. N/A YES NO
Was an engagement letter issued or a written
memorandum of an oral understanding prepared to
provide a record of the understanding with the
client as to the services to be provided? (SSARS
No. 1, paragraph 8 requires the accountant to
establish an understanding with the entity,
preferably in writing)

R201

Was information obtained about the accounting
principles and practices of the industry in which
the entity operates and about the entity's busi
ness or, if information was obtained from prior
engagements, was it updated for changed cir
cumstances, and given appropriate consideration
(e.g., proposed work program, manpower require
ments, etc.)? (SSARS No. 1)

R202

If the subject engagement was originally intended
to be an audit, rather than a review of financial
statements, did the accountant consider:
(SSARS
No. 1, paragraph 45)
The reason given for the client's request,
particularly the implications of a restriction
on the scope of the examination, whether
imposed by the client or by circumstances?

R203

The additional audit effort required to
complete the examination?

R204

The estimated additional cost to complete the
examination?

R205

Did the accountant's inquiries and analytical pro
cedures consist of the following (SSARS No. 1,
paragraph 27):

Inquiries concerning the entity's accounting
principles and practices and the methods
followed in applying them?
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R206

REF.

QUES. N/A

Inquiries concerning the entity's procedures
for recording, classifying, and summarizing
transactions, and accumulating information for
disclosure in the financial statements?

R207

Analytical procedures designed to identify
relationships and individual items that appear
to be unusual?

R208

Inquiries concerning actions taken at meetings
of stockholders, board of directors, commit
tees of the board of directors, or comparable
meetings that may affect the financial state
ments?

R209

Reading the financial statements to consider,
on the basis of information coming to the
accountant's attention, whether the financial
statements appear to conform with generally
accepted accounting principles?

R210

Obtaining reports from other accountants, if
any, who have been engaged to audit or review
the financial statements of significant com
ponents of the reporting entity, its sub
sidiaries, and other investees?

R211

Inquiries of persons having responsibility for
financial and accounting matters concerning
(1) whether the financial statements have been
prepared in conformity with generally accepted
accounting principles consistently applied,
(2) changes in the entity's business activi
ties or accounting principles and practices,
(3) matters as to which questions have arisen
in the course of applying the foregoing proce
dures, and (4) events subsequent to the date
of the financial statements that would have a
material effect on the financial statements?

R212

If the accountant became aware that information
that came to his attention was incorrect,
incomplete, or otherwise unsatisfactory, did he
perform additional procedures as deemed necessary
to achieve limited assurance that there were no
material modifications that should be made to the
financial statements in order for the statements
to be in conformity with generally accepted
accounting principles? (SSARS No. 1, paragraph 29)

R213
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YES

NO

REF.

QUES. N/A

Do the accountant's working papers adequately
reflect (SSARS No. 1, paragraph 30):
The matters covered in his inquiry and analy
tical procedures?

R214

Unusual matters that he considered during the
performance of the review, including their
disposition?

R215

If the accountant decided to obtain a representation
letter from the owner, manager, or chief executive
officer (SSARS No. 1, paragraph 31), does it appear
to be appropriate in the circumstances?

R216

If any circumstances were encountered by the
accountant that precluded him from performing
inquiries and analytical procedures as deemed
necessary (SSARS No. 1, paragraph 36):
Did the accountant consider whether these cir
cumstances would have resulted in an
incomplete review and therefore afford him an
inadequate basis for issuing a review report?

R217

Did the accountant consider whether these same
circumstances would also preclude him from
issuing a compilation report on the entity's
financial statements?

R218

Do such determinations by the accountant
appear to be proper?

R219

Have all questions, exceptions, or notes posed
during the work been followed up and resolved?

R220

Does it appear that appropriate consideration was
given to all passed adjustments?

R221

If the accountant became aware that information
supplied by the entity was incorrect, incomplete
or otherwise unsatisfactory subsequent to the date
of his report, did he consider the guidance in
SSARS No. 1, paragraph 42, in determining an
appropriate course of action, and does the matter
appear to be properly resolved?

R222
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YES

NO

REF.
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III.FUNCTIONAL AREAS

QUES. N/A YES NO
Independence

If any evidence was noted during the peer review
which may indicate a lack of independence
(including a lack of objectivity), was the matter
identified and appropriately resolved by the firm
and its impact appropriately considered?

R301

Have personnel been appropriately informed as to
the need to observe independence requirements with
regard to this client and any other related
nonclient parent, investor, investee, subsidiary
or affiliate?

R302

Was timely and appropriate assurance of idepen
dence of other firms engaged to perform segments
of the engagement obtained?

R303

Were the fees for the prior year's services paid
prior to issuance of the current year's report?

R304

Assigning Personnel to Engagements
Were scheduling and staffing requirements iden
tified on a timely basis and approved by
appropriate personnel?

R305

Does it appear that engagement personnel possessed
an appropriate mix of experience and training in
relation to the complexity or other requirements
of the engagement, and the extent of supervision
provided?

R306

Consultation
Was there appropriate consultation and documen
tation thereof:
In situations specified by firm policy?

R307

Where the complexity or unusual nature of the
issue warranted it?

R308

Were the firm's conclusions consistent with pro
fessional standards?

1/90
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R309

REF.

QUES. N/A

If the engagement records indicated a difference
of opinion between engagement personnel and a spe
cialist or other consultant, was the difference
resolved in accordance with firm policy and was
the basis of the resolution appropriately docu
mented?

R310

Supervision

Does it appear that engagement planning was
appropriate in the circumstances?

R311

Did the partner (or manager) approve the overall
engagement plan (including the engagement program)
as the final planning step and convey his approval
or modifications to the engagement staff?

R312

Does it appear that hours charged by the partner
and manager were both adequate and appropriately
timed to provide for any planning and supervision
as the job progressed?

R313

Were forms, checklists, or questionnaires, if any,
required by firm policy for the following areas
adequately completed and modified, where
appropriate, for the engagement:
Planning checklist?

R314

Work programs?

R315

Financial statement disclosures?

R316

Working paper preparation and reading of
financial statements?

R317

If standardized forms, etc., were not used for any
of the above areas, is there adequate documen
tation of compliance with the firm's policies
applicable to a review?

R318

Were the firm's guidelines, if any, for the form
and content of working papers for a review
complied with?

R319
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YES

NO

REF

QUES. N/A

Were differences of professional opinion between
engagement personnel resolved in accordance with
firm policy?

R320

Was an appropriate review made of the working
papers, report and the financial statements, by a
person whose position in the firm is commensurate
with that responsibility, to determine that work
performed is complete and conforms to professional
standards and firm policy?

R321

Advancement
If required by firm policy, was the staff on this
engagement appropriately evaluated?

R322

Acceptance and Continuance of Clients

Does it appear that the firm's guidelines for
acceptance and continuance of clients were com
plied with?

R323

Professional Development
Did the personnel assigned to this engagement
appear to be appropriately familiar with the
applicable professional pronouncements (FASB,
AICPA, etc.)?

1/90
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R324

YES

NO

REF.
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IV. EXPLANATION OF "NO" ANSWERS AND OTHER COMMENTS

The following pages are provided for your comments on all "no" answers for which
an MFC form was not generated or to expand upon any of the "yes" answers. All
"no" answers must be thoroughly explained and reviewed with the engagement
partner.

Page
Number

*

1/90

Question
Number

__________ Explanatory Comments_______________

Disposition
of Comments*

The nature of the disposition of comments may vary, such as:
o

Note "resolved" and the manner of resolution.

o

Note "not significant" to indicate a "no" answer is appropriate but
that the matter is not significant enough to warrant the preparation
of an MFC form.

RS-23

Page
Number

Question
Number

Explanatory Comments

NOTE:

1/90

Attach additional sheets if required.
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Disposition
of Comments

V.

CONCLUSIONS

EXPLAIN BELOW THE REASONS FOR ANY "YES" ANSWERS.

BE SPECIFIC.

Based on the work performed, did anything come to your attention
that caused you to believe that:

1.

2.

3.

4.

5.

The firm did not perform the engagement in all
material respects in accordance with standards for
accounting and review services (ET 202)?

YES*____

NO

The financial statements did not conform with
generally accepted accounting principles (or where
applicable, a comprehensive basis of accounting
other than GAAP) in all material respects and the
review report was not appropriately modified
(AR 300.04 and ET 203)?

YES*____

NO

The review report was not appropriate in the
circumstances?

YES*____

NO

The documentation on this engagement does not
evidence compliance with professional standards?

YES ____

NO

The firm did not comply with its policies and pro
cedures on this engagement in all material respects?

YES ____

NO

* If this question is answered "yes," see additional guidance contained on pages
2-20 and 2-21 of the 1986 editions of the SECPS Manual and of the PCPS Peer
Review Manual.
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MATTER FOR FURTHER CONSIDERATION
CONTROL NO.
REVIEWER'S DESCRIPTION OF THE MATTER

REVIEWED FIRM AGREES WITH THE DESCRIPTION OF THE MATTER?

NO

YES

REVIEWED FIRM'S COMMENTS ON CIRCUMSTANCES, SIGNIFICANCE OF MATTER, ETC.

REVIEWER'S ADDITIONAL COMMENTS

Check One: Design
Performance
Compliance-Membership
Compliance-Other
Documentation

_______
_______
_______
_______

(Note: This sample MFC form has been reduced in size. The actual form
is 8 1/2" x 14" and is available from the Quality Control Review Division
staff.)
TEAM CAPTAIN'S COMMENTS, IF ANY

FIRM
OFFICE CODE NO. ___________________________________

CONTROL NO.

Dates

Signatures

Engagement Partner________________________________

___________________

Reviewer___________________________________________

___________________

Team Captain ______________________________________

___________________

Program Questionnaire

Engagement

Section ___________________________________
Element____________________________________
Program Step______________________________

1/90
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No. ____________________________
Checklist Page ________________
Program Step __________________

INSTRUCTIONS FOR USE OF MFC FORMS
1.

If an MFC was prepared during the course of the review and subsequent infor
mation indicates that the form should not have been prepared, it may be
discarded.
(For example, an MFC may be discarded if it stated that no
letter was received from legal counsel, but an acceptable letter had been
received and misfiled and was subsequently found. Similarly, an MFC may be
discarded if it stated that documentation in a particular area was inade
quate, but the reviewer reconsidered and decided that documentation was
adequate.) On the other hand, if an MFC is prepared for a matter which is
valid, the MFC should not be discarded even though it is subsequently
decided that the matter need not be covered in the letter of comments.

2.

Number MFCs consecutively (top and bottom) to establish correspondence be
tween top and bottom stub.

3.

MFCs relating to both functional and engagement review areas should be
sorted by nature of comment.

4.

Do not detach control stub until POB oversight is completed.
(The stub
should be detached only if the SEC accesses the working papers.)
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Reviews of Quality
Control Materials

STANDARDS FOR PERFORMING AND
REPORTING ON REVIEWS OF

QUALITY CONTROL MATERIALS
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STANDARDS FOR PERFORMING AND REPORTING ON
REVIEWS OF QUALITY CONTROL MATERIALS
INTRODUCTION
Quality control materials (QCM) are materials that are suitable
for adoption by a firm as an integral part of that firm's quality
control system.1
Such materials provide guidance in conforming
with professional standards and may include, but are not limited
to, such items as —
•

Engagement
aids,
including accounting and
auditing
manuals,
checklists, questionnaires, work programs,
computer-aided
accounting
and
auditing
tools,
and
similar materials intended for use by accounting and
auditing engagement teams; and

•

Personnel
manuals,
inspection
checklists,
hiring
forms, and client acceptance and continuance forms.

Occasionally,
organizations
(hereinafter
referred
to
as
"providers") may sell or otherwise distribute
quality control
materials that they have developed to CPA firms (hereinafter
referred to as "user firms").

Providers
may
elect
voluntarily
or
be
required
(see
Applicability) to undergo an independent review of their system
of quality control for the development and
maintenance
of
the
quality control materials they have developed and of the mate
rials themselves.2
The reasons for undergoing such a review are:
•

To provide assurance to user firms that the quality
control materials they have acquired are reliable aids
to assist them in conforming with the professional
standards the materials purport to encompass;

•

To provide more cost-effective peer reviews
that have acquired such materials; and

•

To assure that independence and objectivity on peer
reviews of user firms are maintained when such reviews
are performed by providers.

for firms

Continuing professional education programs are not included in
the definition of quality control materials for purposes of
this section.
Reviews of continuing professional education
programs
that
an
organization
may
develop
and
sell
or
otherwise distribute to CPA firms are described briefly in
Update 6-F included in the "Other Matters" section of the
loose-leaf SECPS Peer Review Manual.

2

See Appendix A to this
section for a discussion of
elements that a provider's system for the development
maintenance of quality control materials should include.
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the
and

OBJECTIVES OF A REVIEW OF QUALITY CONTROL MATERIALS
The objectives of a review of quality control materials developed
by a provider are —
1.

To determine whether the provider's system for the
development and maintenance of the quality control
materials
was
suitably
designed
and
was
being
complied
with during
the period under review to
provide user firms with reasonable assurance that the
materials
are
reliable
aids
to
assist
them
in
conforming
with
those
professional
standards
the
materials purport to encompass; and

2.

To determine whether
reliable aids.

the

resultant

materials

are

APPLICABILITY
An independent review of the system for the development and
maintenance
of
quality
control
materials
and
the
resultant
materials (hereinafter referred to as the "QCM review") is re
quired for the following classes of providers —
1.

A member firm providing quality control materials to
another member firm for which the provider firm will
perform the peer review; and

2.

An association providing quality control materials
that meet
the
definition of
association
quality
control materials3 to its member firms when the peer
reviews of those firms are to be administered by the
association.

A provider of quality control materials falling into either of
these categories should submit to a QCM review once every three
years.
In the event of substantial change in the system for the
development and maintenance of the materials or in the resultant
materials, the provider should consult with the SEC Practice
Section Peer Review Committee (hereinafter referred to as "the
Committee") to determine whether an accelerated review is war
ranted .

Any other provider of quality control materials that voluntarily
undergoes a QCM review will also be subject to the standards in
this section.
A provider may undergo a review voluntarily so
that peer reviewers of user firms can place reliance on the QCM
review rather than having to review the quality control materials
in detail.

3

See Appendix A - "Interpretation: Association Quality Control
Materials" of Section 3 of the SECPS Manual (1986 edition).
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All providers of quality control materials that undergo a QCM
review must notify the Committee in advance of that review in
order to permit oversight by the Committee or the Public
Oversight Board. Providers must also notify the Committee should
the QCM review be discontinued.

STANDARDS FOR PERFORMING QCM REVIEWS
Qualifications for Serving as QCM Reviewers

A QCM review may be performed by a committee-appointed review
team, by a firm that is a member of the section, or by an associ
ation or state society appointed review team. Reviews of associ
ation quality control materials may not be performed by a member
of the association.
Furthermore, the Committee will not appoint
to the QCM review team a person with a firm that is a member of
the association or a person or firm that may have a conflict of
interest with respect to the QCM review, such as someone who
assisted in the development or review of such materials or uses
the materials as an integral part of the firm's quality control
system.
A QCM reviewer shall possess the qualifications set forth in the
sections
entitled
"Organization
of
the
Review Team"
and
"Qualifications for Individuals to Serve as Reviewers" in Section
2 of the SECPS Manual (1986 edition). A member firm serving as a
QCM
reviewer
must
adhere
to
the
guidelines
included
in
"Qualifications for a Reviewing Firm" in Section 2.
In
addition,
associations
and
state
societies performing
QCM
reviews must adhere to the guidelines contained in Sections 3 and
4, "Guidelines for Involvement by Associations of CPA Firms" and
"Guidelines for Involvement by State Societies," respectively, of
that manual.

Procedures for Performing QCM Reviews
The provider should identify the materials to be reviewed and on
which an opinion is to be expressed. A QCM review should include
a study and evaluation of the system for the development and
maintenance of the quality control materials that have been
identified and a review of the materials themselves.

A study and evaluation of the system for the development and
maintenance of quality control materials should normally include
the following procedures:

1. Reviewing and evaluating the procedures established for
developing quality control materials.
2. Reviewing and evaluating the procedures established for
updating (including distributing) the quality control
materials to assure that the materials remain current
QCM-3

and
relevant
when
the
provider
has
undertaken
responsibility for updating the materials.
3. Reviewing
the
technical
developer(s)/updater(s)
of
materials.

competence
the
quality

the

of
the
control

4. Obtaining evidence that the quality control materials
were reviewed for technical accuracy by qualified person(s) other than the developer(s)/updater(s).

5.

Determining
whether
the
provider
has
appropriately
communicated its policy regarding the period covered by
the materials, the professional standards the materials
purport to encompass, and the provider's intention to
update the materials.

6. Reviewing the system developed for soliciting and evalu
ating
feedback
from
users
of
the
quality
control
materials.
A QCM review team should review the resultant quality control
materials, to the extent deemed necessary, to evaluate whether
the materials are reliable aids in conforming with those profes
sional standards the materials purport to encompass.

STANDARDS FOR REPORTING ON QCM REVIEWS
The Review Team's Report
Within thirty days of the date of the exit conference4, the QCM
review team should furnish the provider with a written report
and, if applicable, a letter of comments.

Unqualified Report
An unqualified report
the following —

4

issued

by a QCM review team shall

•

A statement of the scope of the review;

•

An
identification
reviewed;

of

the

quality

control

contain

materials

A QCM review team should communicate
its
findings to the
provider organization at an exit conference.
For guidance on
preparing for and holding an exit conference, see the section
entitled "Completion of the Review" on page 2-22 of the SECPS
Manual (1986 edition).
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A statement that the review was conducted in accordance
with standards promulgated by the Peer Review Committee
of the section;
•

A description of the general characteristics of a system
of quality control;

•

A reference to the
was issued;

•

A disclaimer regarding
by user firms;

•

An opinion
(without modification)
that the system of
quality control for the development and maintenance of
the quality control materials was suitably designed and
was being complied with during the period under review
to provide user firms with reasonable assurance that the
materials are reliable aids to assist them in conforming
with those professional standards the materials purport
to encompass.

•

An opinion (without modification)
that the
quality control materials are reliable aids.

An example of
this section.

an

letter of comments,

unqualified

if such a letter

the application of the materials

report

is

included

identified

in Exhibit

1

in

Modified Report
The following circumstances ordinarily would
report (qualified, adverse, or disclaimed):

require

a modified

•

The scope of the review is limited by conditions that
preclude the application of one or more review proce
dures considered necessary;

•

The provider's system of quality control for the de
velopment and maintenance of quality control materials,
as designed, did not provide user firms with reasonable
assurance
that
reliable aids had been developed
to
assist
them
in
conforming
with
those
professional
standards the materials purport to encompass;

•

The degree of compliance with the provider's system of
quality control for the development and maintenance of
quality control materials was not sufficient to provide
user firms with reasonable assurance that reliable aids
had been developed to assist them in conforming with
those professional standards the materials purport to
encompass;

•

The resultant quality control materials are not reliable
aids to assist user firms in conforming with those pro
fessional standards the materials purport to encompass.
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In those instances
modified report is
and the QCM review
to the issuance of

in which the QCM review team determines that a
required, all the reasons should be disclosed
team should consult with the Committee prior
the report.

Letter of Comments
A letter of comments issued by a QCM review team should include
the following —

•

A reference to the report and, if applicable,
indication that the report was modified?

•

A description of the purpose of the QCM review;

•

A
statement
that
the
review was
accordance with standards promulgated
Review Committee of the section;

•

A description of the limitations of a system for the
development
and
maintenance
of
quality
control
materials and of the materials themselves;

•

The reviewer's findings, including sufficient detail
with respect to the quality control materials so that
user firms can determine the actions they need to
take,
if
any,
to overcome the effects of the
deficiencies noted.

•

A statement that the matters discussed in the letter
were considered in determining the opinion on the
system for the development and maintenance of the
quality control materials and the resultant materials.

an

conducted
in
by the
Peer

If any of the matters to be included in the letter were included
in the letter issued in connection with the provider's previous
QCM review, that fact ordinarily should be noted in the descrip
tion of the matter.
In addition, although not required, the QCM
review team may indicate how corrective action might be imple
mented.
The letter may also include comments concerning actions
taken, in process, or to be taken by the provider.
The letter of comments should include appropriate comments re
garding the design of the provider's system of quality control
for the development and maintenance of the quality control
materials, or its compliance with that system, or deficiencies
noted in the resultant quality control materials.5

Exhibit 2 illustrates how some of the foregoing matters may be
covered in a letter of comments.
5

For guidance on evaluating whether a matter should be included
in a letter of comments, see pages 2-29 through 2-31 of the
SECPS Manual.
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If a modified
report is
issued,
the letter must
include a
separate section on the matters that resulted in the modifica
tion.
This section would include an elaboration of the findings
discussed in the modifying paragraph of the report.

Letter of Response
The provider is required to respond in writing to the letter of
comments.
The response should be addressed to the Committee and
should describe the action(s) taken or planned with respect to
each matter in the letter.
If the provider disagrees with one or
more of the comments, its response should describe the reasons
for such disagreement.
In the event that a material error or
omission in the quality control materials is uncovered by the QCM
review team, the response should also describe the provider's
plan
for notifying
known users
of
that error or omission.
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Exhibit 1—Sample Unqualified Report
The following
review —

is an example of an unqualified report on a QCM
[Firm, Association or AICPA Letterhead]

April 15, 19__

Executive Board
XYZ Organization
We have reviewed the system of quality control for the develop
ment and maintenance of (identify each item covered by the
opinion or refer to an attached listing) ("materials") of XYZ
Organization (the organization) in effect for the year ended
December 31, 19__ , and the resultant materials in effect at
December 31, 19 __ in order to determine whether the materials
are reliable aids to assist users in conforming with those
professional standards the materials purport to encompass.
[The
organization
has
not
undertaken
the
responsibility
for
maintaining the currency and relevancy of the quality control
materials.]*
Our review was conducted in accordance with the
standards for reviews of quality control materials promulgated by
the Peer Review Committee of the SEC Practice Section of the
AICPA Division for CPA Firms.
In performing our review, we have given consideration to the
following general characteristics of a system of quality control.
An organization's system for the development and maintenance of
quality control materials encompasses its organizational struc
ture and the policies and procedures established to provide the
users of its materials with reasonable assurance that the quality
control materials are reliable aids to assist them in conforming
with professional standards in conducting their accounting and
auditing practices.
The extent of an organization's quality
control policies and procedures for the development and mainte
nance of quality control materials and the manner in which they
are implemented will depend upon a variety of factors, such as
the size and organizational structure of the organization and the
nature of the materials provided to users.
Variance in indivi
dual performance and professional interpretation affects the
degree of compliance with prescribed quality control policies and
procedures.
Therefore, adherence to all policies and procedures
in every case may not be possible.
[As is customary in a review
of quality control materials, we are issuing a letter under this

* be included if the provider has not undertaken the respon
To
siblity for maintaining the currency and relevancy of the
quality control materials.
In this
circumstance,
all
references to "maintenance" of the quality control materials
should be deleted from the report and letter of comments.
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date that sets forth comments related to certain policies and
procedures or compliance with them or to the resultant materials.
None of
these matters were
considered to be of
sufficient
significance to affect the opinion expressed in this report.]**
Our review and tests were limited to the system of quality con
trol for the development and maintenance of the aforementioned
materials of the XYZ Organization and to the materials themselves
and did not extend to the application of these materials by users
of the materials nor to the policies and procedures of individual
users.
In our opinion, the system of quality control for the development
and maintenance of the quality control materials of the XYZ
Organization was suitably designed and was being complied with
during the year ended December 31, 19__ , to provide users of the
materials with reasonable assurance that the materials are reli
able aids to assist them in conforming with those professional
standards the materials purport to encompass.
Also, in our
opinion, the quality control materials referred to above are
reliable aids at December 31, 19

AICPA Review Team No. __________

William Brown
Team Captain

or

Johnson & Co.

[for review by
a firm]

or

John Doe
Team Captain

[for review by an
association or
state society
sponsored review
team]

** To be included if the QCM review team issues
comments along with the unqualified report.
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a

letter

of

Exhibit 2—Sample Letter of Comments
The following is an example of a letter of
conjunction with a report on a QCM review —

comments

issued

in

[Firm, Association or AICPA Letterhead]

April 15, 19__
[Should correspond with date of report]

Executive Board
XYZ Organization
We have reviewed the system of quality control for the develop
ment and maintenance* of
(identify each item covered by the
opinion or refer to an attached listing)
("materials") of XYZ
Organization
(the organization)
in effect for the year ended
December 31, 19__ , and the resultant materials in effect at
December 31, 19__ and have issued our report thereon dated April
15, 19__ .
This letter should be read in conjunction with that
report.
Our review was for the purpose of reporting upon your system of
quality control for the development and maintenance of quality
control materials and your compliance with that system, and upon
whether the materials are reliable aids in assisting users in
conforming
with
those
professional
standards
the
materials
purport to encompass.
Our review was conducted in accordance
with
the
standards
for
reviews
of
quality
control mate
rials
promulgated
by
the
Peer Review Committee of
the SEC
Practice Section of the AICPA Division for CPA firms; however,
our review would not necessarily disclose all weaknesses in the
system or lack of compliance with it or all deficiencies in the
quality control materials.

There are inherent limitations that should be recognized in
considering the potential effectiveness of any system of quality
control for the development and maintenance of quality control
materials.
In the performance of most control procedures, depar
tures can result from misunderstanding of instructions, mistakes
of judgment, carelessness, or other personal factors.
Projection
of
any
evaluation of
a
system of quality control
for
the
development and maintenance of quality control materials or of
the materials themselves to future periods is subject to the risk
that the system or the materials may become inadequate because of
changes in conditions or that the degree of compliance with the
system may deteriorate or that the materials may become outdated.

*

If the provider has not undertaken the responsiblity for main
taining the currency and relevancy of the quality control ma
terials, all references to "maintenance" of the quality con
trol materials should be deleted from the letter of comments.
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DESIGN OF THE QUALITY CONTROL SYSTEM

Finding — The organization's policies and procedures for the
development and maintenance of quality control materials state
that
feedback on
the materials
is obtained by means of
a
questionnaire provided with the materials.
The organization's
policies and procedures do not specify the procedures to be
followed for reviewing and analyzing returned questionnaires.
As
a result,
our review of the questionnaires received by the
organization
during
the
review
period
indicated
that
the
questionnaires were being read, but that they were not being
summarized or analyzed to determine whether the quality control
materials require change.
Recommendation for improvement — The organization should
revise its policies and procedures for the development and main
tenance of quality control materials to include procedures for
reviewing, summarizing, and analyzing the feedback received on
its quality control materials in order to determine whether the
materials require change(s) to provide reasonable assurance that
the materials are reliable aids to assist users in conforming
with
those
professional
standards
the
materials
purport
to
encompass.

NONCOMPLIANCE WITH THE QUALITY CONTROL SYSTEM

Finding — The organization's policies and procedures require
that a technical review of all quality control materials be
performed by a qualified person other than the developer to
ensure that the materials are reliable aids to assist users in
conforming
with
those
professional
standards
the
materials
purport to emcompass.
During our review, we noted that such a
technical
review was
performed on
all of
the materials we
the
current
edition
of
the
financial
reviewed
except
for
statement disclosure and reporting checklist.
However, we were
satisfied that the checklist is a reliable aid.

Recommendation for improvement—The organization should remind
its personnel of the importance of complying with its technical
review policy.
In addition,
the organization may wish
to
implement other controls to ensure compliance with this policy.
DEFICIENCY IN THE QUALITY CONTROL MATERIALS
Finding — In our review of the organization's accounting and
auditing manual, we noted that there was no guidance for the
avoidance of unwarranted reliance on computer-generated reports.
Furthermore, in our review of the organization's quality control
policies and procedures manual, we noted that the manual states
that
the
completion
of
the
organization's
Environmental
Information Form will provide sufficient documentation to enable
a user to obtain an understanding of the flow of transactions
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through the computerized portion of an accounting system.
As
presently designed,
the Environmental
Information Form,
when
completed, ordinarily will not, by itself, provide sufficient
documentation.

Recommendation for improvement — The organization, in its
next revision of its manuals, should provide guidance for the
avoidance of unwarranted reliance on computer-generated reports
and modify the Environmental Information Form or develop other
aids so that, when properly completed,
it/they will provide
sufficient
information about
the computerized portion of an
accounting system to enable a user to obtain an understanding of
the flow of transactions through it.
The foregoing matters were considered
set forth in our report dated April
does not change that report.

in determining our opinion
15, 19__ , and this letter

AICPA Review Team No. ______ '

William Brown
Team Captain

or

Johnson & Co

[for review by
a firm]

or

John Doe
Team Captain
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[for review by
an associationor state society
sponsored review
team]

Appendix A—Elements of a Provider's System for the Development
and Maintenance of Quality Control Materials
A provider's
system
for the development and maintenance
quality control materials normally should include —

A requirement
developed
by
matter;

that the quality control
individuals
qualified
in

materials be
the
subject

A requirement that the quality control materials be
reviewed for technical accuracy by qualified person(s)
other than the developer(s) to ensure that the materials
are reliable aids to assist users in conforming with
those professional standards the materials purport to
encompass;

relevancy of

the

•

Procedures to ensure the currency and
quality control materials;

•

Procedures for soliciting and evaluating
users of the quality control materials;

•

Procedures
for
communicating
the
period
and,
where
appropriate, the professional standards encompassed by
the materials,
and
the
provider's
policy,
if
any,
regarding the issuance of updates to the materials and,
if a policy exists, the method of updating;

•

Procedures for ensuring that the materials are updated
in accordance with the provider's policy when it has
undertaken to update them.
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Appendix B—Guidance For Firms Using Acquired Quality Control
Materials

Introduction
A firm's quality control materials are those materials that have
been adopted as an integral part of the firm's quality control
system.
Such materials provide guidance in conforming with
professional standards and may include, but are not limited to,
such items as -•

Engagement aids,
including accounting
and auditing
manuals,
checklists,
questionnaires,
work programs,
computer-aided accounting and auditing tools, and simi
lar materials intended
for use by accounting and
auditing engagement teams; and

•

Personnel manuals, inspection checklists, hiring forms,
and client acceptance and continuance forms.

Some firms
("user firms") acquire these materials from another
accounting firm or some other third party and require their
personnel
to use the materials during the performance of
accounting and auditing engagements or elsewhere in its system of
quality control.
The following guidance has been developed to
assist firms in discharging their responsibilities when they
acquire quality control materials from others.
Guidance For User Firms

Users of acquired quality control materials are obligated to
evaluate whether the materials are reliable aids to assist them
in conforming with those professional standards the materials
purport to encompass. If the materials have been subjected to an
independent review ("QCM review"), a user firm should obtain and
review the report and, if applicable, letter of comments and
response thereto from the provider and determine whether the firm
should establish compensating policies and procedures as a result
of any deficiencies identified in the report or letter of
comments.
If the materials have not been subjected to an
independent QCM review, the user firm must evaluate whether the
materials are reliable aids to assist it in conforming with those
professional standards the materials purport to encompass.
Regardless of whether the acquired quality control materials have
been subjected to an independent QCM review, the user firm is
responsible
for
tailoring
the
materials,
to
the
extent
appropriate, to provide it with reliable aids to assist its
professional personnel in conforming with those professional
standards the materials purport to encompass and for integrating
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those materials into its practice.*
A user firm should establish
a plan for doing these.
Such a plan would ordinarily include —

a)

identifying the materials that personnel must use
during the performance of accounting and auditing
engagements,

b)

tailoring the materials to the firm's practice,**

c)

communicating the firm's policies and procedures for
using the materials to the professional personnel, and

d)

training the professional personnel
materials.

in the use of the

It is the user firm's responsibility to ensure that its quality
control materials remain current and relevant if the provider has
not undertaken the responsibility for updating the materials.
Where the provider has undertaken such a responsibility, the user
firm should monitor that updates are received on a timely basis
and are in accordance with those professional standards the
updates purport to encompass.
In the event that a provider does
not undertake the responsibility for updating quality control
materials or if a user has not received timely updates, the user
firm should establish appropriate quality control policies and
procedures to provide it with reasonable assurance of conforming
with
those
recently
issued
professional
standards
that
the
provider's quality control materials do not encompass.

*

Where a firm has acquired quality control materials that have
been subjected to a QCM review, the peer reviewer may rely on
the results of the QCM review.
However, the reviewer must
still evaluate whether the firm has appropriately tailored the
materials and integrated them into its practice.

** The user firm should
be aware that the piecemeal utilization
of a provider's quality control materials may violate the
integrity of the design of the materials.
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Reviews of Firms With No
A & A Practice

AICPA DIVISION FOR CPA FIRMS

SEC PRACTICE SECTION
Instructions to Firms With No Accounting and Auditing
Practice That Desire an Exemption from the
Peer Review Requirement

The purpose of these instructions is to provide guidance to firms with no
accounting
and
auditing
practice
(including
no
compilation
and
review
engagements) in obtaining an exemption from the membership requirement for
a triennial peer review.
Section 2 of the 1986 edition of the SECPS Manual,
Standards for Performing and Reporting on Peer Reviews, clearly indicates that
peer reviews relate solely to a firm's accounting and auditing practice.

Questions regarding this information
Review Division at (212)575-6650.
1.

2.

3.

should

be directed to the AICPA Quality

Six months before the end of the period for which a peer review would
otherwise be required, submit to the AICPA a letter of representation that
states:
a.

The firm has no accounting and auditing
no compilation and review engagements.

b.

The firm will notify the Section
accounting or auditing practice.*

practice,

including

immediately if it begins an

Along with the representation letter, submit the following evidential matter
supporting the firm's compliance with the Section's membership requirements:
a.

Photocopies of all required records of continuing professional
education for qualified professional staff for the three most
recent educational years, including proof of attendance.

b.

A list of the firm's proprietors, partners or shareholders
and an indication of whether or not they are CPAs and members
of the AICPA.

c.

A copy of the written statement of broad principles that
influence the firm's quality control and operating policies
and procedures ("Statement of Firm Philosophy") [Membership
requirement IV.3(o), page 1-11 of the SECPS Manual].

The Peer Review Committee has the option of reviewing any portion of the
material required to be submitted supporting compliance with the membership
requirements.
(See item 2 above.)

*A peer review would be required within one year from the date of the acceptance
of an accounting or auditing client.
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AICPA DIVISION FOR CPA FIRMS

SEC PRACTICE SECTION
Program for AICPA Staff to Ascertain that a Firm is
Exempt from Peer Review and Has Met the Other
Membership Requirements of the Section

Period

Firm

Findings

Procedures
YES

MATTERS RELATIVE TO FIRM’S PRACTICE:

1.

Does the representation letter
ted by the firm state that:

submit

a.

The firm has no accounting and audit
ing practice, including no compilation
and review engagements?

b.

The firm will
notify the Section
immediately if it begins an accounting
or auditing practice?

c.

The firm has established policies
and procedures concerning the render
ing of opinions on the application
of
generally
accepted
accounting
principles?

DOCUMENTATION SUPPORTING MEMBERSHIP REQUIREMENTS
1.

Based
on
the
information
submitted,
has
each member
of
the
professional
staff met the CPE requirements?

2.

Has the firm paid its dues to the Section?

3.

Are a majority of the proprietors, part
ners, or shareholders of the firm CPAs?

4.

Are all
of the proprietors, partners
or shareholders that are eligible for
AICPA membership members of the AICPA?

5.

Has the firm filed its
for the most recent year?

6.

Does the
meet the
Section?
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annual

report

statement of firm philosophy
minimum requirements of the

NP-3

NO

COMMENTS

Staff Letter to be Prepared
for Firms with No Accounting
and Auditing Practice

[AICPA Letterhead]

(Date)

To the Members of the SECPS
Peer Review Committee

I have reviewed the representation letter of (John Smith, CPA) stating that
the firm has no accounting and auditing practice and have reviewed the
documentation supporting the firm's conformity with the membership requirements
of the SEC Practice Section for the year ended (June 30, 19 ).

In my opinion, (John Smith, CPA) is exempt from the peer review requirement
and is in conformity with the other membership requirements of the section
in all material respects.

Technical Manager
Quality Review Division
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Guidance for Performing
an Inspection

AICPA

Division
for CPA Firms

SEC Practice
Section

Guide for Performing
Inspections

Copyright © 1987 by the
American Institute of Certified Public Accountants, Inc
1211 Avenue of the Americas, New York, NY
10036-8775
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PREFACE
A system of quality control includes policies and procedures
designed to provide a firm with reasonable assurance that its
accounting and auditing engagements are performed in accordance
with
professional
standards.
Statement
on
Quality Control
Standards No. 1 (SQCS 1) states that a quality control system
should include inspection policies and procedures designed to
provide the firm with reasonable assurance that the procedures
relating to the other elements of quality control are being
effectively applied.
The benefits to be derived from a properly designed and executed
inspection program include:

firm

established

•

An evaluation of overall
policies and procedures.

•

A basis for the evaluation of the effectiveness and applicabil
ity of established policies and procedures.

•

An identification of system and reporting deficiencies as they
relate to specific engagements.

•

An opportunity to inaugurate and/or revise and implement, on a
timely basis, new policies and procedures to replace those
which are ineffective or obsolete and institute corrective
actions as deemed appropriate based on inspection findings.

compliance

with

To assist firms in achieving the benefits to be derived from an
inspection program, the peer review committees have developed the
accompanying guide for performing inspections.
The guide is
intended to enhance understanding of the inspection process and
make suggestions for developing an effective inspection program.
Inspection guidance is discussed under three sections as follows:
•

Section I

- A general description of an inspection program,
including such matters as the objectives, timing
and scope of an inspection program.

•

Section II

- Questions and answers concerning the inspection
program.

•

Section III

- Sample work programs, including an illustrative
summary inspection report.

This guide is not intended to, nor does it, establish standards
for the performance of an inspection.
Inspection procedures
should be based upon the quality control procedures established
by the firm and the assignment of responsibilities within the
firm.
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SECTION I

GUIDE FOR PERFORMING INSPECTIONS
OBJECTIVES OF AN INSPECTION
The objectives of an inspection are to determine if a firm is
complying with its system of quality control and conforming with
professional standards, and to identify areas where improvements
may be necessary.

To accomplish these objectives a firm should evaluate on a timely
basis whether its policies and procedures, assignment of respon
sibilities, and communication of policies and procedures continue
to be appropriate.

An inspection should be a self-examination of a firm’s compliance
with its quality control policies and procedures and its confor
mity with professional standards.
The inspection procedures per
formed should enable the inspectors to evaluate whether the
firm’s quality control system is being complied with.
When per
forming its inspection, a firm may wish to expand its testing to
accomplish additional objectives, such as evaluating engagement
efficiency or the firm’s compliance with the Section's membership
requirements.
QUALIFICATIONS OF INSPECTORS

The assignment of individuals to perform an inspection should be
made with the same due care that would be used in assigning per
sonnel to an engagement.
In making such assignments, the firm
should emphasize the productive nature of the assignment rather
than the common perception that something has to be done just to
comply with the quality control standards.
The importance placed
on an inspection will determine how productive it is and the
benefits the firm derives.

Depending on the size of a firm and the nature of its practice,
an inspection may be performed by one individual or by a group of
individuals (an inspection team).
In either case, an inspection
should be under the direction of a partner who should be assigned
responsibility for the work performed and the findings (hence
forth "the supervisory partner").
This partner may delegate part
or all of the testing procedures to qualified assistants.
Assistants assigned to a task should possess the degree of tech
nical training and proficiency required in the circumstances.
In
the review of certain elements of quality control, some of the
tests can be performed by non-professional staff.
However, only
qualified professional personnel should be involved in evaluating
the judgmental factors on engagements
(see page 2-10 of the
SECPS Manual on qualifications for reviewers).

Individuals assigned to the inspection team should be objective
when performing their tasks.
Accordingly, although not a re
quirement, it is desirable, whenever possible, to assign individ-
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uals who were not otherwise involved in the performance of the
engagements they are to inspect.
In multi-office firms, con
sideration should be given to assigning personnel from other
offices to perform the inspection procedures at a particular
practice office.
A firm may choose to hire inspectors from outside the firm.
In
such cases, the firm should consider the criteria discussed pre
viously when selecting the outside inspectors.
It is important
to remember that, even when using outside inspectors, the work of
the inspection team should be under the direction of a partner
who should be assigned responsibility for the work performed and
the findings.

TIMING
To provide the firm with continuing assurance that it is operating
in a truly professional manner, an inspection should be performed
at least annually.1
While a firm is not expected to adhere to a
rigid timetable, inspections should ideally be performed within
the same time frame each year.
Also, a firm may decide to in
spect its compliance with the policies and procedures relating to
the various elements of quality control at different times of the
year.
In such cases, the firm should take any necessary correc
tive actions on a timely basis.
To facilitate the engagement review portion of an inspection, many
firms find it helpful to select an inspection year.
Engagements
subject to selection for review would be those with years ending
during the inspection year unless a more recent report has been
issued.
In selecting an inspection year, the firm should choose
a current period so that the most recent work of the firm is
reviewed.
Firms that plan to have their review fulfill the
firm’s annual inspection requirement for the year covered by the
peer review may find it helpful to use the same year-end for
inspections as for their peer review.

An appropriately timed inspection may enable a peer review team
to significantly reduce the procedures it performs when reliance
can be placed on a reviewed firm's internal inspection proce
dures.
Therefore, the inspection
performed in the year of the
peer
review
should
ordinarily
be
completed
sufficiently
in
advance of the peer review to allow the peer reviewers to review
and test the inspection findings.
In order to complete the
inspection on a timely basis, a firm that plans to perform an
inspection
in the year
of
the peer review should consider
covering an inspection year-end that is a few months prior to its
peer review year-end.
In large, multi-office firms, the reviewer
may wish to observe the inspection process.

1Interpretation

2.03 of quality control standards on page A-10

of the SECPS Manual states that an inspection should be per
formed at least annually.
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SCOPE OF THE INSPECTION

Firms have generally perceived an adequate inspection as one
which places heavy reliance on the review of working papers,
reports and financial statements and minimizes the review of the
firm’s compliance with policies and procedures for the other ele
ments of quality control.
The scope of an inspection should, in
fact, be similar to that of a peer review.2
Sufficient testing
should be performed to allow the inspection team to evaluate
whether the firm is effectively applying its procedures as they
relate to the other eight elements of quality control.
Accord
ingly, an inspection should, at a minimum, consist of a review
of:
•

Selected administrative and personnel files.

•

Selected engagement files,
and financial statements.

including

working

Offices
in multi-office
firms
frequently
average of at least once every three years.

are

papers,

visited

reports

on

an

Review of Compliance with Policies and Procedures Relating to the
Elements of Quality Control
The inspection program should address each of the other eight
elements of quality control.
Some firms may find, however, that
they may
be unable to inspect compliance with procedures for
certain elements since they may not have been applicable during
the period inspected.
For example, if no additional staff were
hired during the period being inspected, the firm cannot (and
need
not)
inspect
compliance
with
policies
and
procedures
relating to hiring.

Suggested review procedures relating to each element of quality
control are included in the "Program for Inspection of Compliance
with Policies and Procedures Relating to the Elements of Quality
Control" contained in Section III of this guide.
Policies and
procedures relating to many of the elements, such as assignment
of personnel, consultation, supervision and acceptance and con
tinuance of clients, may also be inspected during the review of
engagement files.
Review of Engagements

As previously mentioned, firms ordinarily place greater emphasis
during an inspection on the review of engagements.
In selecting
engagements for review, a firm may find it helpful to consider
the guidelines contained in the standards for peer reviews.3
These guidelines provide that the selection should include a

2See page 2-11 and 2-12 in the SECPS Manual.
3See page 2-18 and 2-19 in the SECPS Manual.
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reasonable cross section of the accounting and auditing practice
being reviewed, including concentrations of engagements in spe
cialized industries.
Greater weight should be given to selecting
engagements that are:
in Appendix D to Section 1 of

•

Defined as SEC engagements
SECPS Manual.

•

Large, complex, or high-risk.

•

The reviewed firm's initial audits of clients.

•

Audits conducted pursuant to the Single Audit Act of 1984.

the

Engagements selected for review should normally, over a threeyear
period,
include work
performed
by a majority
of
the
accounting and auditing partners and other supervisory staff.

The objectives of the review of engagements are to evaluate whether
the firm is complying with quality control policies and proce
dures
and conforming
with
professional
standards,
including
generally
accepted
accounting
principles
(GAAP),
generally
accepted auditing standards (GAAS) and the standards for account
ing and review services (SSARS).
To achieve these objectives,
the review should include an examination of reports, financial
statements, related working papers and correspondence and, where
appropriate, discussions with professional staff.
The review
should be directed primarily to the key areas of an engagement.4
Inspectors usually find it helpful to use engagement checklists,
such as those included elsewhere in this loose-leaf peer review
manual, as an aid in performing the review.
The findings on each engagement reviewed should be discussed with
the
engagement
supervisory
personnel.
For
each
engagement
reviewed,
the inspection team should evaluate whether anything
came to its attention that caused it to believe that (1) the finan
cial statements were not presented in all material respects in
accordance with generally accepted accounting principles and (2)
the firm did not have a
reasonable basis under the applicable
standards (GAAS or SSARS) for the report issued.
These conclu
sions should be documented.
One way of documenting these conclu
sions is to utilize forms such as those included in Section III
of this guide.

Should any of the inspection team members, during the conduct of
the inspection, believe that the firm may have issued an inappro
priate report on a client's financial statements or omitted a
necessary audit procedure,
the supervisory partner should be
informed promptly.
In such circumstances, the firm should in
vestigate the matter questioned by the inspection team member
and determine what action, if any, should be
taken pursuant to
AU sections 390 and 561 of the AICPA Professional Standards.

4See pages 2-20, 2-21, and 2-60 in the SECPS Manual for further
discussion of the "extent of engagement review."
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Review of Compliance with the Membership Requirements

While not required by the quality control standards, many firms
test compliance with the membership requirements of the Section
during an inspection.
As a practical matter, those membership
requirements that are covered by the
firm’s quality control
policies and procedures may be
covered during other phases of
the inspection.
For example, compliance with the Section’s con
tinuing professional education requirements may be tested when
the firm's policies and procedures for professional development
are inspected.
Reporting Inspection Findings

At the conclusion of the inspection, written inspection
should be prepared covering the following matters:

reports

•

Scope of the review.

•

Conclusions with respect to the conformity of individual
gagements reviewed with professional standards.

•

Recommendations that will result in substantial improvement in
the firm’s quality control policies and procedures, including
a description of the findings that resulted in the recommen
dations .

•

Noncompliance
in more
than
infrequent
situations
with
a
significant quality control policy or procedure, or with pro
fessional
standards
or,
if
inspected,
with
a membership
requirement.

In multi-office firms,
office inspected.

a

report

should

be

prepared

for

en

each

The inspection reports should be submitted to the appropriate
level of management within the firm, one that has the authority
to implement corrective actions.
Documentation of Inspection Procedures

A firm should establish appropriate documentation to demonstrate
compliance with its policies and procedures for inspection.
To
assist firms in this regard, the following materials have been
developed and are included in Section III of this guide—
•

Illustrative summary inspection report.

•

Report of firm’s corrective actions taken or planned.

•

Program for inspection of compliance with policies and proce
dures relating to the elements of quality control.

•

Optional program for the review of compliance with the member
ship requirements.
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•

Sample conclusion pages for engagements reviewed (these pages
need not be retained after inspection findings have been
summarized).

Firms may utilize these materials,
or they may develop
own, for performing and documenting their inspections.

their

These materials are based on typical policies
and procedures
that may be established by a firm.
Since a firm’s policies and
procedures will vary from those contained in these materials, the
supervisory partner should tailor the materials as appropriate.

Follow-up on Inspection Findings
The objectives of an inspection are to determine if a firm is
complying with its system of quality control and conforming with
professional standards, and to identify areas where improvements
may be necessary.
The inspection report issued should be respon
sive to these objectives.
It is the responsibility of the firm’s
management to plan corrective actions based upon the findings and
recommendations of the inspection team.
Corrective actions can
be in the form of changes in quality control policies or proce
dures, updates or additions to technical manuals and practice
aids,
additional
staff
training
in specific areas,
or more
stringent enforcement of policies already in place.
The correc
tive actions planned should be responsive to the underlying
causes of the deficiencies found in the inspection and should be
communicated to appropriate personnel.
In a multi-office firm, appropriate corrective actions should be
implemented by each office inspected.
Inspection findings, how
ever, should also be evaluated for firm-wide implications.
If
the same problems were noted in several offices or if the inspec
tors recommended changes that would result in significant im
provement in the firm’s overall quality control system, action
should be taken on a firm-wide basis.
Within a reasonable period of time after the firm has taken the
planned corrective actions, firm management should take whatever
steps are necessary to determine that the planned corrective
actions have achieved their objectives.
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SECTION II
QUESTIONS AND ANSWERS

2/87

IG-15

SECTION II

QUESTIONS AND ANSWERS

OBJECTIVES
Q.

What is the relationship between inspection and monitoring?

A.

The objective of monitoring is to determine that the firm’s
quality
control
policies
and procedures
continue
to
be
appropriate.
Inspection procedures are performed to deter
mine compliance with quality control policies and procedures
in effect during a period of time.
Inspection procedures may
contribute to the monitoring function by providing infor
mation regarding policies and procedures that may require
changing.
Likewise, monitoring procedures may contribute to
the inspection function by pointing out certain areas needing
additional emphasis in a firm's inspection program.
(See
also
Interpretations
1.01
and 1.02 of Quality Control
Standards on page A-9 in the SECPS Manual.)

Q.

Are there any circumstances where monitoring
be incorporated into the annual inspection?

A.

Yes.
A firm may choose to utilize on-going monitoring proce
dures as part
of its inspection procedures.
Such monitoring
procedures may be in the form of a second review of personnel
files
or
continuing
professional
education
records
when
inspection is not the main purpose of the second review.
For
example, a managing partner may choose to examine the files
of newly
hired personnel
to become familiar with their
background and experience.
The examination of these files
may be utilized as an inspection procedure.
In such cases,
the managing partner,
or individual examining the files,
should initial the inspection program as having performed the
procedures.
Any deficiencies noted should be summarized (at
least annually) and included in an inspection report.

Q.

Should inspection procedures test for compliance with the
firm's quality control policies and procedures or for confor
mity with professional standards?

A.

An inspection should be designed to test for both compliance
with the firm's policies and procedures and for conformity
with professional standards.
The procedures performed should
enable the reviewers to evaluate whether the firm's quality
control system is appropriately designed and whether it is
being complied with.

Q.

What steps
ciencies?

A.

Each deficiency should be evaluated as to its effect on the
specific engagement or the area being reviewed.
Each defi
ciency should also be evaluated in conjunction with the other
findings regarding the implications to the firm's quality
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control system as a whole.
For example, an inspector may
find that a minor disclosure has been omitted.
This may
result in a memo being sent to the engagement team reminding
them to make sure that the disclosure is made in next year's
financial statements.
If the deficiency is noted in numerous
files, corrective action may also be needed on a firm-wide
basis. Firm-wide corrective action may include revising a
disclosure checklist, participating in additional CPE, or
circulating a memorandum to
all professional staff.
Q.

If a peer review has similar objectives to an inspection, is
it necessary to perform an inspection in the year of peer
review?

A.

No.
Interpretation 2.07 of Quality Control Standards1 states
that "a firm's inspection policies and procedures may provide
that a peer review conducted under the AICPA Division for CPA
Firms fulfills the firm's annual inspection requirements for
the year covered by the peer review."
However, if an inspec
tion is performed and documented prior to the peer review,
the peer reviewers may be able to rely upon the inspection
procedures and reduce the scope and, therefore, the cost of
the peer review.

QUALIFICATIONS
Q.

What should the role of the supervisory partner be?

A.

The role of the supervisory partner in an inspection should
be similar to the role of an audit engagement partner.
Therefore, the supervisory partner's involvement will vary
depending on the size and nature of a firm's practice and the
qualifications of other individuals involved in the inspec
tion.
In some firms, the partner may be actively involved in
performing review procedures, in evaluating and discussing
findings, and in preparing the inspection report(s).
In
other firms, the partner's role may be limited to planning
the inspection, approving the program, and reviewing the
inspection working papers and report(s).

Q.

What tasks can be assigned to non-professional staff?

A.

Some inspection procedures, particularly those involving the
review of compliance with policies and procedures relating to
certain elements of quality control, consist of checking
files for completed forms.
For example, the examination of
personnel files to verify that independence representations,
required hiring forms, annual performance evaluations, and
continuing professional education records are present and in
order can often be performed by non-professional staff.

Q.

Can sole practitioners (with or without professional
and smaller firms inspect their own work?

1See page A-11 in the SECPS Manual.
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staff)

A.

Yes.
A sole practitioner may inspect his own work by uti
lizing checklists and programs similar to those provided in
this
guide and elsewhere
in the peer review loose-leaf
manuals.
Some sole practitioners and smaller firms have
found it desirable to arrange for reciprocal inspections,
whereby two or more firms will inspect each other’s prac
tices.
In addition, some firms have utilized the services of
state
society
committees
that will
review and
critique
reports and financial statements submitted.
It should be
noted, however, that these services generally do not include
a review of working papers.
(See also Interpretations 2.09
through 2.13 of Quality Control Standards on page A-11 in the
SECPS Manual.)

Q.

When hiring outside
firm consider?

A.

In evaluating the qualifications of individuals from outside
the firm, a firm should consider many of the same criteria
that would be considered in selecting a firm to perform its
peer review.
These include:

inspectors,

what qualifications should a

•

Experience of the outside inspectors.

•

Areas of expertise.

•

Familiarity with quality control and professional standards

Q.

Can
individuals
who are not currently active in
accounting
(e.g.,
college
professors
or
retired
titioners) be used to perform an inspection?

A.

Yes.
It is not required that inspectors be currently active
in the practice of public accounting or be from a firm that is
a member of the AICPA Division for CPA Firms.
However, the
individuals should possess current knowledge of accounting
and auditing matters.
Use of individuals currently active in
practice may provide more meaningful results and greater
benefits to the firm.

public
prac

TIMING
Q.

When should an inspection be scheduled?

A.

Many of the procedures followed in assigning personnel to
client engagements are applicable when planning an inspec
tion.
Consequently, some firms find it helpful to identify
the timing and staffing requirements for the inspection at
the same time that client engagements with a similar year end
are being scheduled.
By following similar procedures, a firm
can ensure that (1) an inspection is performed on a timely
basis; (2) sufficient time is provided to conduct an adequate
inspection; and (3) individuals possessing the appropriate
technical
training
and proficiency
are
assigned to
the
inspection team.
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Q.

What criteria should a firm use to determine if
tion has been completed on a timely basis?

A.

An important aspect
of an inspection is to take corrective
actions on the findings and recommendations of the inspection
team.
Accordingly, an inspection should allow a firm suf
ficient time to make any necessary changes to its policies
and procedures before the procedures are to be performed
again.
For example, a firm’s inspection might disclose defi
ciencies in the firm's policies and procedures for annually
evaluating the staff.
The timing of the inspection should be
such as to allow the firm sufficient time to implement new
policies and procedures before employees are due to be eval
uated again.

Q.

What should a firm do if it is unable to perform an
tion during the time frame normally set aside?

A.

If a firm is unable to perform an inspection during the
period normally set aside, the firm should perform an inspec
tion as soon as possible, keeping in mind the need to have
corrective action in place for the upcoming year.
The
inspection documentation should include a statement as to why
the normal timing guidelines were not met.
Failure to
per
form a timely inspection may result in a modified report on
the firm's next peer review.

Q.

Can the inspection of engagement files be performed on an on
going basis throughout the year?

A.

Yes.
The ongoing review should be equivalent to a review
that would normally be performed during an inspection.
The
scope and findings of these reviews should be periodically,
but at least annually, summarized and considered by appro
priate management personnel.
(See Interpretation 2.17 of
Quality Control Standards on page A-12 of the SECPS Manual.)

Q.

If a firm performs its inspection procedures at various times
during the year, when should the results be reported?

A.

The inspection findings should be documented no less fre
quently than once a year; however, the findings should be
communicated to management on a timely basis so that correc
tive actions can be implemented promptly.

its

inspec

inspec

SCOPE OF INSPECTION
Q.

When inspecting an office in a multi-office firm, should the
inspection team review for compliance with policies and pro
cedures relating to all the elements of quality control?

A.

If an inspected office has responsibility for complying with
certain aspects of a quality control element, compliance with
those aspects should be inspected at that office.

Q.

Must the inspection team review for compliance with
aspects
of an element of quality control that are
controlled by the offices selected for review?
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the
not

A.

Yes.
Inspection procedures should be performed for compli
ance with all aspects of an element of quality control even
if an office with sole responsibility for an aspect of a
quality control element has not otherwise been selected for
review of compliance with all other aspects of quality
control, in a particular year.

Q.

How can inspection programs of small firms
(or practice
offices)
achieve
appropriate
engagement
coverage
without
spending excessive time?

A.

By applying the "key audit area" concept carefully to all
selected engagements, the inspection team should be able to
keep the time spent within reasonable limits.
In some cases,
the inspectors may decide not to review all key areas.
(See
discussion on page 2-60 in the SECPS Manual.)

Q.

Should different criteria be used in selecting audit, review,
and compilation engagements for inspection?

A.

While the same selection criteria generally would apply to
each type of engagement, the guidance provided in this guide
suggests that greater weight be given to complex engagements.
This would naturally result in more weight being given to
audit engagements.
However, final selection should give con
sideration to the nature of the firm’s practice? thus, review
and compilation
engagements should be reviewed during a
firm’s inspection when reviews and compilations represent a
significant portion of the firm's accounting and auditing
practice.

Q.

In a single office firm with only one large complex engage
ment, must that particular engagement be inspected each year?

A.

No.
It is not normally desirable to select any one engage
ment each year, unless deficiencies continue to be noted on
that engagement during each successive inspection.
Depending
on the size and nature of a firm's practice, a firm might use
a three year approach in planning its inspection programs?
thus, a single complex engagement should be covered no more
frequently than once every three years.
However, in a multi
office firm, when more than one office performs a significant
portion of an engagement, a different office's portion may be
selected for review each year.
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SECTION III
ILLUSTRATIVE MATERIALS FOR
PERFORMING INSPECTIONS

Exhibit A

Illustrative Summary Inspection Report

Exhibit B

Firm's Corrective Actions Taken or Planned

Exhibit C

Program for Inspection of Compliance with Policies
and Procedures Relating to the Elements of Quality
Control

Exhibit D

Optional Program for the Review of Compliance With
the Membership Requirements

Exhibit E

Sample Conclusion Pages for Engagements Reviewed
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EXHIBIT A

AICPA DIVISION FOR CPA FIRMS
ILLUSTRATIVE SUMMARY INSPECTION REPORT*

I.

Planning the Inspection
A.

Inspection period _________________________________________________________

B.

Composition of Inspection Team:

1.

Captain ____________________________ Position _________________________

2.

Team Member________________________ Position _________________________

3.

Team Member

,____________________ Position_________________________

C.

Indicate matters that may require additional emphasis in the inspec
tion and explain why.

D.

Development of Inspection Program:
1.

Describe programs used and indicate any deviations therefrom.

2.

Describe basis for selection of engagements:

*This report has been developed as a guide for CPA firms. A firm is not
required to use this report to document its inspection program. This
report may also be used for the review of a practice office of a multi
office firm.
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E.

Timing of Inspection:

Commencement ________________________________________________

Completion of field work _ ________________________________________________
Issuance of report __________ _____________________________________________
II.

Scope of Work Performed
A.

Indicate elements of quality control not addressed and give reasons.1

B.

Engagements Reviewed:

Firm Totals
Hrs. No. of Engs.

Engs. Reviewed
Hrs. No. of Engs.

Audits:
SEC Clients2
Other SEC Engagements3
Other

Reviews
Compilations
Other Accounting
Services

Percentage of
A&A Practice Reviewed

Comments:

__________________________________________________

1 All elements of quality control should normally be covered during an inspec

tion. See discussion on Review of Compliance with Policies and Procedures
Relating to the Elements of Quality Control on page IG-11 of this guide.
Includes clients for which the firm is the principal aud
itor of record pursuant
to the first paragraph of the definition contained in Appendix D to Section 1
of the SECPS Manual.

3 Includes other engagements defined as SEC engagements pursuant to the second
paragraph of the definition contained in Appendix D to Section 1 of the SECPS
Manual.
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III.

Engagement Conclusions:

A.

Did the inspection disclose any situation that led the reviewers to
conclude that the firm or office should consider:
1.

2.

B.

Taking action to prevent future reliance
on a previously issued report, pursuant
to AU section 561 of the AICPA's Professional
Standards?

Yes ___ No___

Performing additional auditing procedures
to provide a satisfactory basis for a
previously expressed opinion, pursuant
to AU section 390 of the AICPA's Professional
Standards?

Yes ___ No____

Did the inspection team conclude in any
instances that the firm or office lacked a
reasonable basis under the standards for
accounting and review services for the report
issued?

Yes ___ No____

If any of the answers above are yes, attach a description of such
situations, including actions the firm or office has taken or plans to
take.
IV.

Findings and Recommendations:

Attach a copy of any reports issued, including a summary of any inspection
findings and recommendations for improvement or list such findings and
recommendations below.

Supervisory Partner __________________________________

Date__________________________________
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Exhibit B

AICPA DIVISION FOR CPA FIRMS

FIRM'S CORRECTIVE ACTIONS TAKEN OR PLANNED*

CORRECTIVE ACTIONS
TAKEN OR PLANNED

INSPECTION TEAM'S
RECOMMENDATIONS

* Attach additional pages as necessary

Signature ______________________________

Date___________________
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EXHIBIT C

AICPA DIVISION FOR CPA FIRMS
PROGRAM FOR INSPECTION OF COMPLIANCE WITH POLICIES
AND PROCEDURES RELATING TO THE ELEMENTS OF QUALITY CONTROL*

Period Covered
Yes

No

N/A

Extent of Testing

INDEPENDENCE
1.

Have memorandums of inquiry, written
representations, or other appropri
ate documentation been obtained,
evidencing:
A) Communication of firm policies
and procedures relating to
independence?
B) Monitoring of compliance with
those policies and procedures?

2.

Have independence questions which
have arisen been appropriately re
solved and, where necessary, have
appropriate authorities been con
sulted?

ASSIGNING PERSONNEL TO ENGAGEMENTS

1.

Have the firm's policies and proce
dures been followed to provide
reasonable assurance that personnel
are assigned to engagements in a
manner that attempts to achieve a
balance between the complexity of
the engagement, the qualifications
of the staff and individual develop
ment?

CONSULTATION

1.

Does the firm's reference library
contain technical manuals and re
cent pronouncements, including those
relating to particular industries
and other specialties, that meet
the needs of the practice?

2.

On engagements reviewed, was con
sultation made and documented in
accordance with firm policy?

*This program has been designed primarily for single office firms.
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Yes

3.

If sufficient testing of consulta
tion policies and procedures was not
performed in the prior step, deter
mine by inquiry or review of subject
files whether consultation that took
place was appropriate and correctly
applied?

SUPERVISION
1.

On engagements reviewed, have the
required technical materials, (audit
manuals, standardized forms, check
lists and questionnaires) been used?

2.

Based on the engagements reviewed:
a) Are the technical materials
sufficiently comprehensive and
up-to-date?
b) Are the firm's policies and
procedures for the review of
engagement working papers, re
ports, and financial statements
appropriate?
c) Are the firm's procedures for
resolving differences of opin
ion among members of the en
gagement team appropriate?

PROFESSIONAL DEVELOPMENT

1.

Do the firm's professional develop
ment records meet the requirements
of the firm and of the Section?

2.

Has the professional development
program for the last year been
reviewed to determine if it ful
fills the firm's needs for personnel
with expertise in specialized areas
and industries?

HIRING
1.

Has the firm planned for its person
nel needs in accordance with its
policies and procedures?

2.

Does the firm's hiring program sat
isfy its needs?
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No

N/A

Extent of Testing

Yes
3.

Do personnel files of recently hired
employees contain appropriate evi
dence that the individuals meet the
firm's personal, educational, and
experience requirements?

4.

Have new personnel been notified of
the policies and procedures that
apply to them?

No

N/A

ADVANCEMENT
1.

Based on a review of personnel files,
personnel evaluations, or other doc
umentary evidence, have personnel
been evaluated and promoted in ac
cordance with the firm's policies
and procedures?

ACCEPTANCE AND CONTINUANCE OF CLIENTS

1.

Do new client files contain docu
mentation of compliance with the
firm's policies and procedures for
acceptance of clients?

2.

On engagements reviewed, was the
firm's policy for continuance of
clients, including required documen
tation, complied with?

INSPECTION

1.

Were appropriate corrective actions
taken, including effective follow-up,
with respect to the prior period's
inspection findings?

Reviewer

Date

Date

Supervisory Partner
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Extent of Testing

EXHIBIT D

AICPA DIVISION FOR CPA FIRMS
PRACTICE SECTION

OPTIONAL PROGRAM FOR THE REVIEW OF COMPLIANCE
WITH THE MEMBERSHIP REQUIREMENTS

Period Covered

Yes

Suggested review steps
I.

II.

7/89

Membership requirements common to
both sections:
1.

Is each proprietor, share
holder, or partner of the firm
resident in the United States
and eligible for AICPA member
ship a member of the AICPA?

2.

Are a majority of the members
of the firm CPAs (a separate
determination may not be
necessary, depending on the
results of the previous step)?

3.

Has the firm filed its most
recent annual and annual educa
tion reports with the section?

Additional membership requirements
of the SEC practice section:
1.

When applicable, has the firm
complied with the requirements
for rotation of partners on SEC
engagements?

2.

Prior to the issuance of audit
reports on the financial state
ments of SEC registrants, were
there concurring reviews of the
audit reports, financial state
ments, and selected working
papers by a partner other than
the audit partner in charge of
the engagement as required by
paragraph 3(f) of the SECPS
membership requirements?
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No

N/A

Extent of Testing

3. Has the firm refrained from perform
ing those management advisory ser
vices that are proscribed in para
graph 3(i) of the SECPS membership
requirements and Appendix A [pages
1-7 and 1-17 of the SECPS Manual]
for audit clients whose securities
are registered with the SEC?

Yes

No

N/A

Extent of Testing

4. Did the firm maintain documentation
in the working papers of its annual
communications with the audit com
mittee or board of directors of each
SEC client regarding the matters dis
cussed in membership requirement
IV.3(p), if they came to the audi
tor's attention?1
5. Does it appear that the firm has re
ported to the Quality Control Inquiry
Committee litigation against it or
it or its personnel, as required by
paragraph 3(m) of the SECPS member
ship requirements?
8. Has the firm developed a statement
of firm philosophy as required by
paragraph 3(o) of the SECPS member
ship requirements and are profes
sional personnel aware of its con
tents?
7. Did the firm communicate in writing
on a timely basis to an SEC regis
trant and the office of the Chief
Accountant of the SEC when, since
May 1, 1989 the client-auditor re
lationship with an SEC registrant
has ceased?

Date

Reviewer

Supervisory Partner

. Date

1Early application of SAS No. 61, "Communications with Audit Committees," along
with communication of the total fees received from an SEC client for MAS and a
description of the types of such services rendered, will be deemed to be compli
ance with this membership requirement. Effective for audits of periods beginning
on or after January 1, 1989, membership requirement IV. 3{p) is rescinded and
membership requirement IV. 3(j) is reinstated.
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EXHIBIT E-1

CONCLUSIONS - AUDIT ENGAGEMENTS

EXPLAIN BELOW THE REASONS FOR ANY "YES" ANSWERS.

BE SPECIFIC.

Based on the work performed, did anything come to your attention that caused you
to believe that:

1.

2.

3.

4.

5.

The firm did not perform the engagement in all material
respects in accordance with generally accepted auditing
standards (see AU 390 and ET 202)?

YES

NO

The financial statements did not conform with generally
accepted accounting principles (or where applicable, a
comprehensive basis of accounting other than GAAP) in
all material respects and the auditor’s report was not
appropriately modified (see AU 561 and ET 203)?

YES

NO

The auditor’s report was not appropriate in the cir
cumstances?

YES

NO

The documentation on this engagement does not support
the firm's opinion on the financial statements?

YES ____ NO

The firm did not comply with its policies and procedures
on this engagement in all material respects?

YES
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NO

EXHIBIT E-2

CONCLUSIONS - REVIEW ENGAGEMENTS

EXPLAIN BELOW THE REASONS FOR ANY "YES" ANSWERS.

BE SPECIFIC.

Based on the work performed, did anything come to your attention that caused you
to believe that:

7/89

The firm did not perform the engagement in all material
respects in accordance with standards for accounting and
review services (ET 202)?

YES ___ NO

The financial statements did not conform with generally
accepted accounting principles (or where applicable, a
comprehensive basis of accounting other than GAAP) in
all material respects and the review report was not
appropriately modified (AR 300.04 and ET 203)?

YES ___ NO

The review report was not appropriate in the circum
stances?

YES ___ NO

The documentation on this engagement does not evidence
compliance with professional standards?

YES ___ NO

The firm did not comply with its policies and proce
dures on this engagement in all material respects?

YES
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NO

EXHIBIT E-3
CONCLUSIONS - COMPILATION ENGAGEMENTS

EXPLAIN BELOW THE REASONS FOR ANY “YES" ANSWERS.

BE SPECIFIC.

Based on the work performed, did anything come to your attention that caused you
to believe:

1.

2.

3.

4.

5.
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The firm did not perform the engagement in all material
respects in accordance with standards for accounting and
review services (ET 202)?

YES _

NO

The financial statements did not conform with generally
accepted accounting principles (or where applicable, a
comprehensive basis of accounting other than GAAP) in
all material respects and the compilation report was not
appropriately modified (AR 300.04 and ET 203)?

YES _

NO

The compilation report was not appropriate in the cir
cumstances?

YES _

NO

The documentation on this engagement does not evidence
compliance with professional standards?

YES _

NO

The firm did not comply with its policies and procedures
on this engagement in all material respects?

YES _

NO
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Writing Letters of Comments
and Letters of Response

AICPA DIVISION FOR CPA FIRMS
SEC PRACTICE SECTION

Suggestions for Writing Letters of Comments and
Writing a Response to a Letter of Comments
This section of the SECPS Peer Review Manual contains guidance to
assist reviewers and firms in writing letters of comments and
letters of response. The two documents are as follows:
(A)

Suggestions for Writing Letters of Comments
This document provides reviewers with additional
guidance when preparing a letter of comments.

(B)

Suggestions for Writing a Response to a Letter of Comments
This
document
provides
firms
with
additional
assistance when writing a response to a letter of
comments.

DIVISION FOR CPA FIRMS
SUGGESTIONS FOR WRITING LETTERS OF COMMENTS

******
These suggestions are not intended to, nor do they, establish quality control standards or standards
for writing letters of comments.
LC-1

PREFACE
The peer review committees recognize that one of the most difficult
tasks a peer reviewer faces is the preparation of a letter of
comments that communicates in a clear and concise manner the
exact nature of the team’s findings.
In 1986, the peer review
standards were revised to provide reviewers with better guidance
on deciding whether a matter should be included in the letter
of comments issued in connection with a peer review. To supplement
that guidance, the accompanying suggestions for writing letters
of comments have been developed.

The first chapter contains general suggestions for writing letters
of comments, including matters that a reviewer should or should
not include.
Chapters 2 through 11 contain illustrative examples
of items that might be included in a letter of comments.
Since
the quality control policies and procedures adopted by firms
vary based on a number of factors (such as size, degree of
operating autonomy allowed their people, nature of their practices,
etc. )
no set of examples can encompass the variety of situations
that may be encountered. Accordingly, these examples are intended
to be illustrative only.
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Chapter 1
Contents of Letter of Comments1

Objectives of the Letter
While there will be instances in which a letter of comments is
not necessary, the review team ordinarily will issue a letter
of comments concurrently with its report.
The major objectives of the letter are to:

•

Report matters (including the matters, if any, that
resulted in a modified report) that the review team
believes resulted in conditions being created in which
there was more than a remote possibility that the firm
would
not
conform with
professional
standards
on
accounting and auditing engagements, and, if appropriate,
to set forth recommendations regarding those matters.

•

Provide information about the
firm's quality control system.

•

Provide the peer review committee and public oversight
board, if applicable, with some of the information
necessary to carry out their responsibilities.

effectiveness

of

the

General Guidelines for the Letter
The letter should be addressed, dated, and
manner as the report. It should include —

1

signed

in

the

•

A reference to the report indicating if it was modified.

•

A description of the purpose of the peer review.

•

A statement that the review was performed in accordance
with the standards promulgated by the section.

•

A description
review.

•

A description of the limitations of a system of quality
control.

of

any

limitations

on

the

scope of

same

the

This chapter summarizes the standards for reporting on peer
reviews contained in Section 2 of the PCPS Peer Review Manual
and the SECPS Manual (1986 editions), pages 2-28 through 2-31.
Reference should be made to those pages for a detailed
discussion of the standards.
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•

The reviewer’s findings and any recommendations.

•

A statement that the matters discussed in the letter
were considered in determining the opinion on the system
of quality control.

If any of the matters to be included in the letter were included
in the letter issued in connection with the firm’s previous peer
review, that fact ordinarily should be noted in the description
of the matter.
Matters to be Included in the Letter of Comments

The letter of comments should include comments, as discussed
below, regarding the design of the reviewed firm's system of
quality control, or its compliance with that system or with the
section’s membership requirements.
In addition, if a modified
peer review report is issued, the letter must include a section
on the matters that resulted in the modification.
This section
would ordinarily include an elaboration of the findings discussed
in the modifying paragraph of the report.
In order to give appropriate consideration to the evidence obtained
and to reach conclusions regarding the opinion to be rendered
and the matters to be included in the letter of comments, the
review team must understand the elements of quality control and
exercise professional judgment.
The exercise of professional
judgment is essential because the significance of the evidence
obtained cannot be evaluated primarily on a quantitative basis.

Comments regarding the design of the firm’s quality control
system. Deficiencies in the design of the reviewed firm's quality
control system should be included in the letter of comments if
the design of the system resulted in one or more quality control
objectives not being accomplished, and as a result, a condition
was created in which there was more than a remote possibility
that the firm would not conform with professional standards on
accounting and auditing engagements,
even though there was
reasonable assurance of conforming with professional standards.

When
engagement
deficiencies,
particularly
instances
of
nonconformity with professional
standards,
were
attributable
to such design deficiencies, the presence of the engagement
deficiencies ordinarily should be noted in the comment along
with the description of the design deficiency.2

2

"Nonconformity with professional standards" refers to those
situations where the review team concluded that the reviewed
firm should consider taking action pursuant to the AICPA's
Professional Standards, Vol. 1, AU section 390 or 561 or where
the review team concluded that the firm lacked a reasonable
basis under the standards for accounting and review services
for the report issued.
LC—8

Noncompliance with
the
firm's
quality
control
system.
Instances of noncompliance with significant firm policies or
procedures should be included in the letter whenever the degree
of such noncompliance created a condition in which there was
more than a remote possibility that the firm would not conform
with professional standards on accounting and auditing engagements,
even though the degree of noncompliance was not such as to warrant
a modified report.

In assessing whether the degree of noncompliance created such
a condition, the review team should consider the nature, causes,
pattern, and pervasiveness of the instances of noncompliance
noted, as well as the implications for the firm's quality control
system as a whole, not merely the importance in the specific
circumstances in which the instances were observed.
In order
to do this, the review team should evaluate the instances of
noncompliance, both individually and collectively, recognizing
that adherence to certain policies or procedures is more critical
to assuring conformity with professional standards than is
adherence to others.
Accordingly, a higher degree of compliance
should be expected for the more critical policies and procedures.
As an example, a higher degree of noncompliance with a hiring
policy relative to the obtaining of background information might
be tolerated than with a policy which requires an independent
partner to review the report and accompanying financial statements
prior to issuance of the report.
When
engagement
deficiencies—particularly
instances
of
nonconformity
with
professional
standards3—were
attributable
to instances of noncompliance with significant firm policies
or procedures that are described in the letter, that information
ordinarily should be included in the description of the finding.

When the nature and degree of noncompliance at one or more offices
of a multi-office firm were of such significance that a condition
was created in which there was more than a remote possibility
that the office would not conform with professional standards
on accounting and auditing engagements, the review team should
consider whether the matter should be included in the letter
of comments, even though the degree of compliance for the remainder
of the firm did not create such a condition with respect to the
firm as a whole.
Noncompliance with membership requirements.
When the firm
has not achieved a very high degree of compliance with a membership
requirement of the section—especially those directly related
to
the
quality
of
performance
on accounting and auditing
engagements—that fact ordinarily should be included in the letter.

See footnote 2.
3
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Matters That Should Not be Included in a Letter

In the course of its work, a review team may note matters that
do not merit reporting in the letter of comments, because such
matters do not create a condition in which there is more than
a remote possibility that the firm will not conform with
professional standards on accounting and auditing engagements.
However, such matters might be communicated to the firm orally.4
Examples of such matters are described in the following paragraphs.

Apparent deficiencies in design or compliance wholly or
partially offset by other compensating policies and procedures.
If a firm's quality control system does not include a procedure
that the review team might, in the circumstances, consider to
be significant, such as the use of a financial statement disclosure
or report review checklist, but it does include other compensating
procedures, such as a second management-level pre-issuance review,
that the review team finds to be functioning effectively, the
matter should not be included in the letter.
Recommendations regarding the firm's quality control document.
Reviewers may notice that the firm's quality control document
does not provide for all circumstances that may arise, such as
a firm that has no SEC audit engagements may not include procedures
in its document applicable to SEC audit engagements.
Such matters
may be discussed with the reviewed firm; however, they should
not be included in the letter of comments.

Also, in some cases the reviewers may find that the firm does
not comply with certain policies and procedures that are excessive
or redundant and therefore not necessary to assure conformity
with professional standards on accounting and auditing engagements.
Such findings should be discussed with the firm, but should not
be included in the letter of comments.

Isolated occurrences.
Ordinarily,
an
isolated
instance
of noncompliance would not be included in the letter.
The review
team, however, should evaluate the nature, importance, and cause
(if determinable)
of the instance of noncompliance and its
implications for the firm's quality control system as a whole,
and consider the results of its evaluation in conjunction with
its other findings to determine if the item does, in fact, repre-

4

For members of the PCPS only, such matters may also be
communicated in a written letter of suggestions.
This letter
should not be prepared on AICPA letterhead or included in
the review team's working papers since it is a private
communication between the team captain and the reviewed firm
only.
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sent an isolated occurrence.
For example, a single disclosure
deficiency, an instance of noncompliance with a quality control
procedure, and a single documentation deficiency may all appear
to be isolated but, in fact, may have the same cause.
Such a
finding should be included in the letter of comments if it created
a condition in which there was more than a remote possibility
that the firm would not conform with professional standards on
accounting and auditing engagements.

Administrative matters.
Matters relating to firm adminis
tration and engagement efficiency (such as having a standard
index for working papers) ordinarily do not create a condition
in which there is more than a remote possibility that the firm
will not conform with professional standards on accounting and
auditing engagements.
Therefore, they should not be reported
in a letter of comments.
Points to Remember When Writing a Letter

The objectives of the letter of comments are more likely to be
met when the letter is written in a clear, concise manner.
Some
points to keep in mind when writing a letter, some of which have
been discussed previously in this chapter, include:

1.

If a modified report is issued, the letter should
be divided into two sections:
(a) matters that
resulted in a modified report and (b) matters that
did not result in a modified report.

2.

Use
the
format
recommended
in
the manual
of
"findings” and "recommendations for improvement."
Separate, clearly captioned paragraphs should be
used
to
report
the
findings
and
related
recommendations.

3.

If any of the matters to be included in the letter
of comments were included in the letter issued
in connection with the firm's previous peer review,
this fact ordinarily should be noted in describing
the matter.

4.

Group findings related to a common quality control
deficiency into a single comment.
If the review
team notes various disclosure deficiencies, a single
comment on the disclosure deficiencies is preferable
to numerous
comments
on the individual
items.
The letter should not be a listing of each deficiency
noted by the review team.

5.

Identify the likely cause of engagement deficiencies
(for
example,
working
paper
documentation
deficiencies resulted from a failure to comply
with the firm's policies regarding the use of
standard
programs
for
testing
related
party
transactions and subsequent events).
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6.

The description of the findings should be complete.

7.

Use general terms to indicate frequency.
Terms
such as "in some instances" or "frequently" are
preferable to the specific number of instances.

8.

Do not identify
or offices.

9.

Avoid excessive or unnecessary detail in the letter
of comments.

10. Do

not include personal preferences in the letter
when they relate to procedures (such as engagement
letters or time budgets) that are not required
by the firm's quality control system and are not
essential to the reviewed firm’s conformity with
professional standards on accounting and auditing
engagements.
Such matters
may
be
communicated
to the firm orally.5

specific engagements,

individuals,

General Guidelines For Describing the Review Team’s Findings
In describing a deficiency in the design of the reviewed firm's
system or instances of noncompliance, the findings ordinarily
can be described in the following fashion --

Design deficiency — (1) state what the system does or
does not require; and (2) if appropriate, state whether
engagement
deficiencies—particularly
those
that
caused
the reviewers to conclude that the reviewed firm (a) should
consider taking action pursuant to the AICPA's Professional
Standards, Vol.
1, AU sections 390 and 561 or (b) lacked
a reasonable basis under the standards for accounting and
review services for the reports issued—were attributable
to the design deficiency.
Instances of noncompliance — (1) state what the system
requires; (2) state the frequency of noncompliance in general
terms; and (3) if appropriate, state whether engagement
deficiencies—particularly those that caused the reviewers
to conclude that the reviewed firm (a) should consider
taking action pursuant to the AICPA's Professional Standards,
Vol.
1, AU sections 390 and 561 or (b) lacked a reasonable
basis under the standards for accounting and review services
for the reports issued—were attributable to the instances
of noncompliance.

5

See footnote 4.
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Illustrative Examples
The remaining chapters contain illustrative examples of items
that might be included in a letter of comments. Chapters 2 through
10 contain examples pertaining to each of the nine elements of
a system of quality control, while Chapter 11 contains examples
pertaining to the sections' membership requirements.
In addition,
Chapters 2 through 10 begin with a restatement of the quality
control objective applicable to the element covered in the
particular chapter.6

A reviewer must evaluate whether the reviewed firm's system meets
the objectives of the quality control standards applicable to
its practice and whether the system was being complied with to
provide the firm with reasonable assurance of conforming with
professional standards.
A reviewer will decide whether a peer
review report should be modified or a matter should be included
in a letter of comments, communicated orally, or not communicated
at all based on:
(1) The extent to which the designed system
meets these objectives and (2) the instances of noncompliance
with the policies and- procedures established by the firm.
As
a result, some of the examples contained in the remaining chapters
may warrant the issuance of a modified report in certain
circumstances, while an unqualified report will be appropriate
in other situations with the matter being included in the letter
of comments or communicated orally.

6

As described in paragraph
Standards No. 1.

7

of
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Statement on Quality Control

Chapter 2
Independence

Quality Control Objective
Statement on Quality Control Standards No. 1 states that —

Policies and procedures should be established to provide
the firm with reasonable assurance that persons at all
organizational levels maintain independence to the extent
required by the rules of conduct of the AICPA.
Rule 101
of the rules of conduct contains examples of instances
wherein a firm's independence will be considered to be
impaired.7
Illustrative Examples

Finding — The firm's quality control policies and procedures
require appropriate evaluation and resolution of all questions
regarding independence.
However, the firm does not require that
such resolutions be documented.
Furthermore, we noted that there
was no documentation supporting such resolutions.
Recommendation for Improvement — We recommend that the
firm's quality control policies and procedures be revised to
require documentation of the resolution of independence questions.

Finding — The firm's quality control policies and procedures
provide
that
the
firm
should
obtain
written
independence
confirmations
from other auditors who participate in audit
engagements where the firm is the principal auditor.
We noted
that the firm does not obtain written independence confirmations
in all instances as required, even though it has obtained oral
assurances in those instances.
This area of noncompliance was
also noted in connection with the firm's prior peer review.
Recommendation for Improvement — To highlight the need
to comply with the firm's policy, we suggest that an item
pertaining to obtaining written independence confirmations, where
necessary, be added to the firm's planning checklist.

7

Statement on Quality Control Standards No. 1, American Institute
of Certified Public Accountants, New York, NY
1979, page
5.
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Chapter 3
Assigning Personnel to Engagements
Quality Control Objective
Statement on Quality Control Standards No. 1 states that —

Policies
and
procedures
for
assigning
personnel
to
engagements should be established to provide the firm with
reasonable assurance that work will be performed by persons
having the degree of technical training and proficiency
required in the circumstances.
In making assignments,
the nature and extent of supervision to be provided should
be taken into account.
Generally, the more able and
experienced
the
personnel
assigned
to
a
particular
engagement, the less is the need for direct supervision.8

Illustrative Example

Finding — The firm requires that the personnel assigned
to an engagement have sufficient experience to perform the work
assigned to them.
On two engagements, the personnel below the
partner did not appear to have adequate experience to handle
the work, and, as a result, certain complex procedures were not
performed properly.
Recommendation for
Improvement — The partner on each
engagement should ascertain that the personnel assigned to the
engagement have sufficient experience to perform the work assigned
to them.
When it is necessary to assign a person to a key role
on an engagement who does not have sufficient experience to handle
all the work assigned to him or her, the engagement partner should
document how the engagement team will compensate for this
deficiency.

8

Ibid., page 5.
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Chapter 4

Consultation
Quality Control Objective

Statement on Quality Control Standards No. 1 states that -Policies
and
procedures
for
consultation
should
be
established to provide the firm with reasonable assurance
that personnel will seek assistance to the extent required
from
persons
having
appropriate
levels
of
knowledge,
competence, judgment, and authority.
The nature of the
arrangements for consultation will depend on a number of
factors, including the size of the firm and the levels
of knowledge, competence, and judgment possessed by the
persons performing the work.9
Illustrative Examples

Finding — Our review disclosed that the firm's consultation
policies and procedures do not identify the situations where,
because of the nature or complexity of the subject matter,
consultation is ordinarily needed.
As a result, we noted a few
instances where consultation was lacking when it would have been
appropriate.
These instances did not, however, result in the
issuance of an inappropriate report.
Recommendation for Improvement — The firm should revise
its quality control policies and procedures to specify the
situations
where,
because
of
their
nature
or
complexity,
consultation is required.
Such situations might include the
following:
(1)
the
application
of
newly
issued
technical
pronouncements,
(2) the application of a regulatory agency's
filing requirements,
(3)
industries with special accounting,
auditing,
or reporting considerations,
(4)
emerging practice
problems, and (5) cases where there is a choice among alternative
generally accepted accounting principles.

Finding — Our review disclosed that the firm's consultation
policies and procedures do not provide procedures for resolving
differences of opinion among engagement personnel and specialists.
We noted no instances in which differences of opinion on practice
problems had not been resolved to the satisfaction of all the
parties involved, even though the individuals indicated that
they did not have a clear understanding of the steps to be followed
in such circumstances.

9

Ibid., page 5.

LC-19

Recommendation for Improvement — We recommend that the
firm revise its quality control policies and procedures to describe
the
procedures
for
resolving
differences
of
opinion
among
engagement personnel and specialists.
These procedures should
then be communicated to all professional personnel.
Finding — Our review disclosed that the firm's reference
library contains outdated technical manuals and lacks industry
audit and accounting guides in many of the industries in which
the firm's clients operate. As a result, we noted a few instances
where financial statement formats and disclosures deviated from
these guides.
None of these instances, however, caused the
statements to be misleading.
Recommendations for Improvement — One individual should
be assigned the responsibility of ensuring that the library is
comprehensive and up-to-date. The firm should also obtain industry
audit and accounting guides for the industries in which its clients
operate.
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Supervision

Quality Control Objective
Statement on Quality Control Standards No. 1 states that —
Policies
and procedures for the conduct and supervision
of work at all organizational levels should be established
to provide the
firm with reasonable assurance that the
work
performed
meets
the
firm's
standards
of
quality.
The extent of supervision and review appropriate in a given
instance depends on many factors, including the complexity
of the subject matter, the qualifications of the persons
performing the work, and the extent of consultation available
and used.
The responsibility of a firm for establishing
procedures
for
supervision
is
distinct
from
the
responsibility
of
individuals
to
adequately
plan
and
supervise the work on a particular engagement 10

Illustrative Examples
Finding -- Although the engagement partner reviews the firm's
reports
and the accompanying financial
statements before they
are issued, the firm's quality control policies and procedures
do not require the completion of a comprehensive reporting and
disclosure
checklist.
On
several
engagements
reviewed,
the
financial statements did not include all the disclosures required
by
generally
accepted
accounting
principles,
particularly
in
the areas of
related party transactions and leases.
None of
the missing disclosures were of such significance to make the
financial statements misleading.
Recommendation for Improvement -- The firm should improve
its quality control policies and procedures for ensuring that
clients'
financial statements include all relevant disclosures,
such as by obtaining or developing comprehensive reporting and
disclosure checklists for use on all engagements meeting specified
criteria.
The firm could then amend its quality control policies
and procedures
to require
that these checklists be completed
by a member of the engagement team and reviewed by the engagement
partner.
The checklists could then be retained with the engagement
working papers.

Finding — The firm does not have work programs for use
on review and compilation engagements.
As a result, the firm’s
review and compilation working papers did not include documentation
of all the work procedures required by firm policy or professional
standards.
However,
we were
able to satisfy ourselves that,
in each case, sufficient procedures had been performed.

10 Ibid., page 5
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Recommendation for Improvement — The firm should obtain
or develop work programs and standard working papers for use
on review and compilation engagements.
Staff members should
be required to prepare an appropriate program on every engagement,
and partners should monitor compliance with this new policy when
reviewing engagement files.

Finding — The firm’s quality control policies and procedures
do not specify the working papers to be reviewed by engagement
partners or require any documentation of the partners' reviews.
While reviewing engagements, we were unable to determine from
the working papers the extent of the engagement partners' reviews.

Recommendation for Improvement — The
its quality control document to require that
review at least the key working papers and
of their reviews.
Such documentation can
initialing the working papers, file covers,
checklist.

firm should revise
engagement partners
document the extent
be in the form of
or a partner review

Finding
—
We
noted,
in
a
few
instances,
that the
communication of material weaknesses
in internal accounting
controls was not documented in the working papers, as required
by firm policy.
In these instances, the engagement partner
represented that the material weaknesses had been communicated
orally to the client as required by professional standards.

Recommendation for Improvement — The firm should reemphasize
its policy of documenting the communication of material weaknesses
in internal control and should consider adopting a policy requiring
that such matters be communicated in writing.
The firm should
also consider adding a step to the reviewer's checklist regarding
the communication of material weaknesses.
Finding — Our review disclosed that, on certain engagements,
letters from attorneys disclosed potentially material litigation
for which the follow-up or disposition was not documented.
Based
on our discussions with the engagement partners, it appears as
though such matters were resolved satisfactorily.
Recommendation for Improvement — We recommend that the
firm require a second partner to review attorneys' letters and
that it reemphasize to its professional personnel the importance
of documenting the disposition of the matters raised in attorneys'
letters.
Finding — During our review we noted instances where
compliance with the financial covenants in loan agreements had
not been fully assessed.
However, we satisfied ourselves that
this did not cause the financial statements to be misleading.

Recommendation for Improvement — We recommend that the
firm's Accounting and Auditing Manual be revised to emphasize
the importance of this matter and that the firm's audit checklist
be revised to include a step for reviewing loan covenants.
LC-22

8/88

Chapter 6
Hiring
Quality Control Objective

Statement on Quality Control Standards No. 1 states that —
Policies and procedures for hiring should be established
to provide the firm with reasonable assurance that those
employed possess the appropriate characteristics to enable
them to perform competently.
The quality of a firm's work
ultimately
depends
on
the
integrity,
competence,
and
motivation of personnel who perform and supervise the work.
Thus, a firm's recruiting programs are factors in maintaining
such quality.11

Illustrative Example

Finding — The firm's policies require that certain background
information be obtained regarding the qualifications of prospective
employees (including resumes, applications, college transcripts,
and references).
During our review, we noted several instances
in which the personnel files for professional staff hired other
than through the firm's college recruiting program did not always
contain evidence that the individual met the firm's stated
qualifications.
Recommendation for Improvement — References and academic
and employment records are of great assistance in assuring that
employees
possess
appropriate
professional
characteristics.
We recommend that the firm's policies regarding background
information be applied to all hirees.
One way of doing this
might be to standardize the information to be included in personnel
files; for example, forms such as those set forth in sections
302, "Recruiting," and 303, "Selecting Professional Staff" in
the Management of an Accounting Practice Handbook might be used
and included in each hiree's personnel file.

11

Ibid., page 5.
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Chapter 7
Professional Development
Quality Control Standards

Statement on Quality Control Standards No. 1 states that —

Policies and procedures for professional development should
be established to provide the firm with reasonable assurance
that personnel will have the knowledge required to enable
them to
fulfill
responsibilities
assigned.
Continuing
professional education and training activities enable a
firm to provide personnel with the knowledge required to
fulfill responsibilities assigned to them and to progress
within the firm. 12
Illustrative Example

Finding — Although the firm's personnel were in substantial
compliance with the section's continuing professional education
requirement, an insignificant amount of the courses taken were
in accounting and auditing.
As a consequence, we encountered
instances in which emerging issues and matters relating to recent
professional pronouncements had not been considered on engagements.
In one such instance, the financial statements had to be restated.
Recommendation for Improvement — The firm's policies and
procedures should be revised to include a requirement that
personnel participate in an appropriate amount of continuing
professional education in accounting and auditing areas.

12

Ibid., page 6.
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Chapter 8
Advancement

Quality Control Objective

Statement on Quality Control Standards No. 1 states that —
Policies and procedures for advancing personnel should
be established to provide the firm with reasonable assurance
that
those
selected
for
advancement
will
have
the
qualifications
necessary
for
fulfillment
of
the
responsibilities they will be called on to assume. Practices
in advancing personnel have important implications for
the quality of a firm's work. Qualifications that personnel
selected for advancement should possess include, but are
not limited to,
character,
intelligence,
judgment,
and
motivation.13

Illustrative Examples

Finding — The firm has not established policies and
procedures regarding the qualifications necessary for each level
of responsibility and for the advancement of personnel.
As a
result, we encountered engagements where the management-level
personnel were unable to discharge their review responsibilities.
Recommendation for Improvement — We recommend that the
firm establish and document the qualifications necessary for
each level of responsibility and create a review structure to
ascertain that personnel meet the firm's requirements before
they are promoted.

13

Ibid., page 6.
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Chapter 9
Acceptance and Continuance of Clients

Quality Control Objective
Statement on Quality Control Standards No. 1 states that --

Policies and procedures should be established for deciding
whether to accept or continue a client in order to minimize
the likelihood of association with a client whose management
lacks integrity.
Suggesting that there should be procedures
for this purpose does not imply that a firm vouches for
the integrity or reliability of a client, nor does it imply
that a firm has a duty to anyone but itself with respect
to the acceptance, rejection, or . retention of clients.
However, prudence suggests that a firm be selective in
determining its professional relationships.14
Illustrative Examples
Finding — We were informed that the firm's policies and
procedures
for
obtaining
and
evaluating
information
about
prospective clients apply to all prospects.
However, during
our review, we noted that the procedures were only being followed
for prospective audit clients.

Recommendation for Improvement — The firm should reemphasize
that its policies and procedures for accepting clients apply
to all prospective clients.
Finding — The firm's quality control policies and procedures
specify the criteria that should be considered when making client
continuance decisions and require that such considerations and
decisions be documented.
During our review, we were unable to
determine whether client continuance decisions had been made
using the specified criteria.

Recommendation for Improvement — The firm should comply
with its policies and procedures by evaluating its clients in
accordance with the criteria set forth in its quality control
document.
The firm should also document such evaluations and
decisions as required by firm policy.

14

Ibid., page 6.
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Chapter 10

Inspection

Quality Control Objective

Statement on Quality Control Standards No. 1 states that -Policies and procedures for inspection should be established
to provide the firm with reasonable assurance that the
procedures relating to the other elements of quality control
are being effectively applied.
Procedures for inspection
may be developed and performed by individuals acting on
behalf of the firm's management.
The type of inspection
procedures used will depend on the controls established
by the firm and the assignment of responsibilities within
the firm to implement its quality control policies and
procedures.15

Illustrative Examples
Finding — The firm's quality control policies and procedures
do not require a formal annual inspection program.
The firm
does require, however, pre-issuance reviews of each audit report,
the accompanying financial statements, and the related working
papers by both the engagement partner and a partner or manager
who is not otherwise associated with the engagement and of each
review and compilation report and the accompanying financial
statements by the engagement partner.

Recommendation for Improvement — The firm should revise
its quality control document to require that a formal annual
inspection be performed in accordance with the AICPA's "Guide
for Performing Inspections." The firm's inspections should address
each of the elements of quality control in addition to engagements.
The quality control document should also require the preparation
of written inspection reports that summarize the deficiencies
identified and document the monitoring of corrective actions.
Finding — The firm's quality control document requires
that annual inspections be performed in accordance with the AICPA's
"Guide for Performing Inspections." In the most recent inspection,
however, the firm did not review certain elements of quality
control.

Recommendation for Improvement — The firm should comply
with its quality control policies and procedures by using all
of the recommended forms in the AICPA's "Guide for Performing

15

Ibid., page 6.
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Inspections."
The use of these forms would result in the
performance of all the required inspection procedures, including
the review of all of the functional areas of quality control.

Finding — The firm's quality control policies and procedures
require timely annual inspections.
Our review revealed that
the reports on the past two inspections were dated almost one
year after the end of the year being inspected.
As a result,
the firm did not implement the recommended corrective actions
prior to beginning the subsequent year's engagements.

Recommendation for Improvement — To maximize the benefits
that can be gained from an inspection program, the firm should
perform its inspections in a timely manner so that corrective
actions can be implemented before the subsequent year's engagements
begin.
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Chapter 11
Membership Requirements

Illustrative Examples of Noncompliance With Membership Requirements
Finding — The firm's policies and procedures require that
each professional in the firm participate in at least 120 hours
of continuing professional education every three years, but not
less than 20 hours every year.
Our review disclosed that, for
the period ended June 30, 19XX, certain of the firm's management
personnel failed to comply with the three-year requirement.

Recommendation for Improvement — The firm should establish
procedures to monitor compliance, on a timely basis, with its
continuing education requirements and to initiate corrective
action when violations occur.
Finding — The section's membership requirements [IV.3(n)]
require that each member firm establish policies and procedures
concerning the rendering of opinions on the application of
generally accepted accounting principles (other than to an ongoing
audit client).
During our review, we noted that the firm had
established such policies and procedures; however, they had not
been communicated to professional personnel.

Recommendation for Improvement — We recommend that the
firm issue a memorandum to all professional personnel notifying
them of the firm's new policies and procedures concerning the
rendering of such opinions.
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DIVISION FOR CPA FIRMS
SUGGESTIONS FOR WRITING A RESPONSE TO A
LETTER OF COMMENTS

* * * * * *
These suggestions are not intended to, nor do they, establish quality control standards or standards
for writing letters of response.
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Suggestions for
Writing a Response to a Letter of Comments

Peer Review Standards
Upon
completion
of
the
peer
review,
the
review
team
will
communicate its findings to your firm through one or more exit
conferences.
The review team captain will issue a written report
and a letter of comments, if any, ordinarily within thirty days
of the final firm-wide exit conference.
Within thirty days of
the issuance of these items, your firm is required to submit
to the applicable section’s peer review committee a copy of the
report, the letter of comments, and a written response to the
comments contained in that letter.

Contents of the Response
The response
should be addressed to the applicable section's
peer review committee . and should describe the actions taken or
planned with respect to each matter in the letter.
Depending
on the circumstances, the firm might in responding:

•
•

•

•
•

•

Agree entirely with a finding and the need to implement
the recommended action.
Agree entirely with a finding, but believe that an
alternative action is more appropriate than the one
recommended.
Agree
entirely with a
finding,
but
disagree with
the need to implement any corrective action.
Disagree with a finding in some respect, and agree
with the need to implement the recommended action.
Disagree with a finding in some respect, but believe
that an alternative action is more appropriate than
the one recommended.
Disagree entirely with a finding and the recommended
action.

If the firm disagrees with either a finding or the recommended
corrective action,
its letter of response should describe the
basis and rationale for the disagreement.

Mote:
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This document summarizes the descriptions pertaining to
letters
of
response
and
the
peer
review
committees'
consideration of peer review reports contained on pages
2-31 through 2-35 of the SECPS Manual and the PCPS Peer
Review Manual (1986 editions).
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Exhibit A illustrates
comments.

how a

firm might respond to a

letter of

Committee Consideration of Peer Review Documents

A report on a peer review is sent to the section's peer review
committee, together with the letter of comments, if any, and
the reviewed firm's response to the letter.
Upon acceptance
by the committee, the firm will be notified in writing and the
documents will be placed in the public files of the Division
for CPA Firms.
Prior to acceptance, the staff of the
AICPA
Quality
Review
Division (the committee's staff) will review the aforementioned
peer review documents and all or some of the review team's working
papers.
The staff will evaluate whether the findings appear
to be properly reported upon and report its conclusions to the
committee.
The committee will also review the peer review
documents and the comments of the staff and, if applicable, of
the public oversight board or its staff.
During its review,
the committee will decide whether —

•

The peer review has been performed and reported upon
in accordance with the peer review standards.

•

The reviewed firm or the committee need to take any
additional actions.

Several factors influence the committee's decisions on the second
item.
The factors include the committee's judgment regarding—
of

the

matters

in

•

The nature and significance
letter of comments.

•

Whether the reviewed firm's response presents either
a satisfactory course of action or convinces the
committee that additional action is unnecessary.

•

Whether the reviewed firm's response to a matter
appears to be an arbitrary rejection of the comment
or an inappropriate conclusion not to take suitable
action.

7/89
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the

The committee will then decide whether to accept a report, letter
of comments, and letter of response.
In some cases a review
team captain may be asked to revise his report or letter of
comments or a firm may be asked to revise its response in whole
or in part or to agree to take certain additional actions.
When
additional actions are required, they may include:

•

Obtaining documentary evidence that the matter
been treated appropriately by the reviewed firm

•

Requesting the reviewed firm
its next inspection report

•

Requesting a reviewer to revisit the firm, at the
firm's expense, to evaluate whether appropriate action
has been taken

•

Requesting the reviewed firm to agree
the date of its next peer review

•

Requesting the reviewed firm to hire a competent
party
from outside the firm to review reports,
accompanying financial statements, and related working
papers, and to perform such other functions as the
committee or the firm deem appropriate

•

Recommending to the executive committee that sanctions
be imposed on the reviewed firm
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to

submit

a

copy

has

of

to accelerate

Exhibit A:

Sample Letter of Response
[Firm Letterhead]

October 15, 19
SECPS or PCPS Peer Review Committee
c/o American Institute of Certified
Public Accountants
Quality Control Review Division
1211 Avenue of the Americas
New York, New York 10036
Ladies and Gentlemen:

This letter represents our response to the letter of comments
issued in connection with our firm's peer review for the year
ended June 30, 19__.
All of the necessary changes to our quality
control policies and procedures will be closely monitored by
our quality control and managing partners.
In addition, the
matters discussed in this letter will be given special emphasis
in our next inspection program.
Matters That Resulted in a Modified Report
Supervision
The firm has recalled all copies of its report on the financial
statements referred to in the letter of comments, and the client
is in the process of preparing corrected financial statements.
To prevent the recurrence of such situations, we have obtained
copies of the AICPA's reporting and disclosure checklists.
Our
policies and procedures have been revised to require the in-charge
accountant to complete the appropriate checklists and file them
with the working papers.
In addition, a step has been added
to our engagement review checklist requiring the engagement partner
to document his review of these checklists.

Consultation
All professional staff were reminded during a training session
held October 10, 19__ of the need to consult with the appropriate
authorities when complex issues arise and of the procedures to
follow in such circumstances. On all large or complex engagements,
the firm's quality control partner will specifically inquire,
before the report is issued, about compliance with our consultation
policies.
Furthermore, as noted in the first paragraph of this
letter, compliance with the firm's consultation policies and
procedures will be emphasized during our next inspection.
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Matters That Did Not Result in a Modified Report

(Note:
This caption
has been issued.)

is

to

be

used

only

if

a modified

report

Client Acceptance
Our firm's new client information form has been revised to provide
for the managing partner's signature. In addition, we have advised
our staff that an account number may not be assigned to a new
client until the managing partner has signed the form.

Independence
Effective October 1, 1,9__, the firm amended its quality control
document to require documentation of the resolution of all
independence questions.
A form has been developed to assist
in such documentation and incorporated in the quality control
document.
In addition, we have added a step to our engagement
review checklist covering this matter.
Supervision
At a training session held October 10, 19__ all professional
staff were reminded of the firm's policy regarding the use of
the standard programs in our audit and accounting manual and
of the importance of complying with this policy.
In addition,
we have added a step to our engagement review checklist covering
the use of appropriate standard programs, forms, and checklists.

Supervision
In January 19__, the firm acquired the office referred to in
the letter of comments.
An audit partner from our main office
has been assigned the responsibility for training personnel of
the acquired office in the firm's quality control policies and
procedures, including the use of the firm's standard audit and
work programs.
The first two training sessions were held on
October 6 and 13, and additional sessions have been scheduled
for the next six weeks.
In addition, the partner will spend
one day a week at the new office monitoring its compliance with
the firm's quality control policies and procedures.
Continuing Professional Education
The five professionals referred to in the letter of comments
have all registered for a sufficient number of continuing
professional education courses to meet the current annual and
three-year requirements.
In addition, an individual has been
assigned the responsibility of maintaining continuing professional
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education records for all professionals and
CPE reports for the quality control partner.

preparing quarterly

Sincerely,

Jones, Smith & Co.
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4-D

Revisions to the Objectives, Organization, and Operations
of the Special Investigations Committee

4-E
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Revisions to Guidelines for Involvement by Associations
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Update
Number
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Revision of the Annual Reporting Requirements
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10-B

Revision to the Peer Review Standards Regarding
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AICPA DIVISION FOR CPA FIRMS

SEC PRACTICE SECTION

Peer Review Fees and Surcharge
COMMITTEE-APPOINTED REVIEW TEAMS

Basic Policy
Pursuant to the Peer Review Committee's administrative procedures,
the Committee establishes rates annually for committee-appointed
review teams.
Rates are based upon the average standard billing
rates of all reviewers committed to the program.
Rates so computed
are stratified by size of reviewers' firms and, if differences by
size of firms are significant, the rates are applied to reviewed
firms by comparable size categories.
Out-of-pocket expenses are
billed at actual cost.

Fees and Surcharge

For reviews commencing on or after January 1, 1989, the Peer Review
Committee has approved the following hourly rates to be paid to
members of committee-appointed review teams.
In addition, reviewed
firms will be billed a 10 percent surcharge to cover the section's
administrative costs in arranging for such teams.
Number of Professional Staff
in the Reviewed Firm
1-5

6-19

20 -49

Team captain

$75

$ 85

$

90

Team members who are
partners
Team members who are
not partners

$65

$ 75

$

$55

$ 60

$

50 -499

500 +

$

100

$125

80

$

90

$115

65

$

70

$ 90

The following rates are in effect for reviews expected to commence
in calendar year 1988:
Number of Professional Staff
in the Reviewed Firm

50 -499

500+

$

95

$120

75

$

85

$110

65

$

70

$ 90

19

20 -49

Team captain

80

$

85

Team members who are
partners
Team members who are
not partners

70

$

60

$

ALL OTHER REVIEWS
For
firm-on-firm reviews
and reviews by teams assembled by
authorized state societies or authorized associations of CPA firms,
the respective reviewing entities will make their own fee and
billing arrangements.
10/88
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AICPA DIVISION FOR CPA FIRMS

SEC PRACTICE SECTION
SEC Practice Section Dues
At

its

August

1979 meeting,

the

executive

committee

of

the

SEC

Practice Section agreed to the following dues structure:
Dues will be billed annually as of January 1 and will be
determined based on the number of all professional staff
of the member firm as of the preceding May 31st.
"Professional staff" includes partners of the firm and
staff engaged in tax and MAS, as well as audit activities.
Dues are limited to $100 for firms with less than 5 SEC
clients and will be prorated on a monthly basis for new
members.

At

its September 1988 meeting,

that

the

dues

for

calendar

the executive committee determined

year

1989

should

remain

at

professional staff person, subject to the above limitation.
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$15

per

AICPA DIVISION FOR CPA FIRMS

SEC PRACTICE SECTION
Guidelines for Testing Compliance With MAS Membership Requirements

This document describes the MAS membership requirements and pro
vides suggested work programs for testing compliance with the re
quirements at a firm’s executive office and as part of the engage
ment reviews of SEC audit clients.
MAS MEMBERSHIP REQUIREMENTS
The "Organizational Structure and Functions" document of the SEC
Practice Section [sections IV.3(i) and (j)] requires that member
firms:

•

Adhere to the portions of the AICPA Code of Profes
sional Ethics and Statements on Standards for Manage
ment Advisory Services dealing with independence in
performing management advisory services for audit
clients whose securities are registered with the SEC.
Refrain from performing for such clients services
that are inconsistent with the firm’s responsibilities
to the public1 or that consist of the following types
of services:
(1)

Psychological testing.

(2)

Public opinion polls.

(3)

Merger and acquisition assistance for a finder's
fee.

(4)

Executive
A.*2

(5)

Actuarial services to insurance companies as de
scribed in Appendix A.2

recruitment

as

described

in

Appendix

1In evaluating whether a service is "inconsistent with the firm’s
responsibilities to the public," the SECPS Executive Committee
has determined that reviewers should be concerned with the firm's
role in providing that service and with the firm's independence.

2See Appendix A to the "Organizational Structure and Functions"
document (section 1 of the SECPS Manual).
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•

Report annually to the audit committee or board of
directors (or its equivalent in a partnership) of
each SEC audit client on the total fees received from
the client for management advisory services during
the year under audit and a description of the types
of such services rendered.3

Code of Professional Conduct

When providing management advisory services, a firm must, as in
all areas of practice, give consideration to its independence as
set forth in the AICPA Code of Professional Conduct, particularly
in Rule 101. That rule precludes a firm from expressing an opi
nion on the financial statements of an enterprise which it ser
vices in any capacity equivalent to that of a member of manage
ment or of an employee. In rendering management advisory services
to an audit client, a firm must take steps to ensure that such
services do not place the firm in a position similar to that of a
member of management or an employee.
Role of MAS Practitioner
The first Statement on MAS Standards issued by the AICPA Manage
ment Advisory Services Executive Committee specifically deals
with independence:
"In performing an MAS engagement, an MAS
practitioner should not assume the role of management or take any
positions that might impair the MAS practitioner’s objectivity."
Evaluating a Firm’s Role

To obtain a general familiarity with and to evaluate a firm's
role in a particular MAS engagement, pertinent engagement docu
ments should be reviewed. Considerations in evaluating a firm's
role in a particular MAS engagement include:

1.

The firm's understanding with the client regarding the
respective roles and responsibilities of the firm and the
client.

2.

Management's participation in the engagement.

3.

The firm's communications to the client on the significant
alternatives considered and the reasoning supporting any
recommendations.

3See also section IV.3g(15) of the "Organizational Structure and
Functions" document for the requirement that member firms provide
in its annual report to the SEC Practice Section information con
cerning the fees for MAS services performed for SEC audit clients
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TESTING COMPLIANCE WITH MAS MEMBERSHIP REQUIREMENTS
SUGGESTED EXECUTIVE OFFICE WORK PROGRAM

(Name of Firm)

Initial

Before Practice Office Reviews

If applicable, obtain from the firm and
read a description of:

1.

a.

b.
2.

3.

4.

The firm's policies and procedures
established to provide the firm with
reasonable assurance of compliance
with the MAS membership requirements.

______

How the firm monitors compliance with
such policies and procedures.

______

If the firm has an inspection program that
tests for compliance with the MAS member
ship requirements, review the scope, find
ings, and conclusions of the most recent
inspection program as they relate to the
MAS membership requirements.

______

To the extent compliance can be tested
at the Executive Office, test compliance
with the firm's policies and procedures
established to provide the firm with
reasonable assurance of compliance with
the MAS membership requirements.

______

Consider the results obtained from the
above procedures and make appropriate
changes to the suggested engagement
work program.

______

After Practice Office Reviews

5.

Summarize the scope, findings, and
conclusions of the engagement reviews.
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Date

Yes

No

Appropriately comprehensive and
suitably designed for the firm?

___

__

Adequately documented and
communicated to professional
personnel?

___

__

Conclusions

6.

Based on the results obtained from the
foregoing procedures, are the firm's
policies and procedures established
to provide the firm with reasonable
assurance of conforming with the MAS
membership requirements:
a.

b.

7.

While performing the foregoing
procedures, did anything come to
your attention that caused you to
believe that the firm:

a.

Did not adhere to the portions
of the AICPA Code of Professional
Conduct or the MAS Standards
dealing with independence when
performing management advisory
services for SEC audit clients?

b.

Performed proscribed services
for SEC audit clients?

___

*Although it may be desirable, a firm is not required to establish
policies and procedures to provide it with reasonable assurance of
conforming with the MAS membership requirements; accordingly, a "no"
answer could result in a comment in the letter of comments, but it
would not result in a modified report.
**A "yes" answer probably would result in a comment in the letter of
comments and perhaps in a modified report.
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TESTING COMPLIANCE WITH MAS MEMBERSHIP REQUIREMENTS

SUGGESTED ENGAGEMENT WORK PROGRAM
This program should be completed for each SEC audit client re
viewed if the reviewed practice office issued the firm’s audit
report.
(If several SEC audit clients are selected for review,
a sample of MAS engagements may be selected from all such engage
ments performed for these clients.)
If the reviewed practice office is responsible for SEC audit
clients for which the MAS fees exceed 100% of the audit fees,
this program should also be completed for a sample of the MAS
engagements performed for those SEC clients.

(Office Number)

(Engagement Number)

Initial
1.

Review the firm’s documentation of com
pliance with the membership requirement
that a member firm report annually to
the audit committee or board of directors
(or its equivalent in a partnership) of
each SEC audit client on the total fees
received from the client for management
advisory services during the year under
audit and a description of the types of
such services rendered.

2.

From the information obtained above,
select a sample of MAS engagements
performed by U.S. practice offices.
Include the practice office that
issued the firm’s audit report and
other offices that performed MAS
engagements for that SEC audit
client.

3.

For each MAS engagement included in
the sample, perform the following
procedures to obtain a general
familiarity with the firm’s role
in the MAS engagement:

a.
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To the extent necessary, read the
written report issued upon com
pletion of the engagement, or if
no such report was issued, read
the file memorandum documenting
the significant recommendations
and other pertinent information
discussed with the client.
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Date

Initial
b.

If you are unable to obtain
a general familiarity with
the firm’s role by performing
procedure a., perform one or
more of the following procedures
to the extent necessary to
obtain such familiarity:
Read the documentation of
the firm’s initial under
standing with the client
and any significant changes
made in the nature or scope
of the engagement as the
work progressed.
The
documentation may consist
of a contract, a letter of
understanding, or a file
memorandum summarizing the
terms of an oral agreement.

_______

Read the engagement plan
and any revisions to it.

_______

Discuss the MAS engagement
with the personnel respon
sible for the MAS engagement.

_______

iv.

Read any interim reports.

_______

v.

Review selected working papers.

_______

i.

ii.
iii.

4.

Date

Conclusions—While performing the foregoing
procedures, did anything come to your
attention that caused you to believe that
the firm:
a.

b.

Did not adhere to the portions of the
AICPA Code of Professional Conduct
the MAS Standards dealing with
independence?

Yes___ *

No

Performed a proscribed service?

Yes___ *

No

*If yes, explain the findings that led to this conclusion.
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"Sample Form"
MATTER FOR FURTHER CONSIDERATION

CONTROL

NO. ______3

REVIEWER’S DESCRIPTION OF THE MATTER
Audit program does not include certain audit procedures specified in
applicable AICPA Industry Accounting and Audit Guide.
Firm does have
a specialized program for the Industry, but it was not used.

REVIEWED

FIRM AGREES

WITH

THE

DESCRIPTION

OF THE

MATTER?

YES

X

NO

REVIEWED FIRM'S COMMENTS ON CIRCUMSTANCES, SIGNIFICANCE OF MATTER, ETC.

Although the firm's specialized audit program was not used and the audit
program did not include similar procedures, limited tests were made (see
working paper 17-6).

REVIEWER'S ADDITIONAL COMMENTS

Check One:

Design
____
Performance
____
Compliance-Membership____
Compliance-Other
_X__
Documentation
____

I have read working paper 17-6.
My review of the audit working papers
indicated that the quality of the work performed was high and that this
did not result in a substandard audit.
It would have been preferable
to use the specialized audit program.
TEAM CAPTAIN'S COMMENTS, IF ANY

I feel the firm should require the use of the specialized program in these
circumstances.
I concur with the high quality impression of audits on
an overall basis.

FIRM________ Wilson, Flynn & Co._______
OFFICE CODE NO. ___________ C___________

CONTROL NO. ____ 3

Signatures

Dates

Engagement Partner

4/12/85

J.P. Wilson

Reviewer_______________ P. Belute_______

4/13/85

Team Captain___________A. Williams

4/13/85

Engagement

Program Questionnaire

No. _________ 2686______________
Checklist Page_______AE-14
Program Step
6(a)

Section_____________ __________
Element_____________ ___________
Program Step ____________________
2/86
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INSTRUCTIONS FOR USE OF MFC FORMS

1.

If an MFC was prepared during the course of the review and subsequent
information indicates that the form should not have been prepared,
it may be discarded.
(For example, an MFC may be discarded if it
stated that no letter was received from legal counsel, but an acceptable
letter had been received and misfiled and was subsequently found.
Similarly, an MFC may be discarded if it stated that documentation
in a particular area was inadequate, but the reviewer reconsidered
and decided that documentation was adequate.)
On the other hand,
if an MFC is prepared for a matter which is valid, the MFC should
not be discarded even though it is subsequently decided that the matter
need not be covered in the letter of comments.

2.

Number MFCs consecutively (top and bottom) to establish correspondence
between top and bottom stub.

3.

MFCs relating to both functional
be sorted by nature of comment.

4.

Do not detach control stub until POB oversight is completed.
(The
stub should be detached only if the SEC accesses the working papers.)

1/86

and engagement review areas should
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Revised Update 1-A
July 1989
Page 1 of 1

AMENDED DEFINITION OF ACCOUNTING AND AUDITING PRACTICE

PLEASE SUBSTITUTE THIS REVISED UPDATE 1-A
FOR THE ONE DATED MAY 1986.
PLEASE MAKE REFERENCES TO THIS UPDATE 1-A
NEXT TO FOOTNOTE 3 ON PAGE 2-5 OF THE
SECPS MANUAL (1986 EDITION)
The footnote is amended to read as follows:
Accounting and auditing practice, as referred to in
this document, is limited to all auditing, and all
accounting, review, and compilation services covered
by generally accepted auditing standards, standards
for accounting and review services, standards for
accountants’
services
on
prospective
financial
information,
and
Government
Auditing
Standards
issued by the U.S. General Accounting Office (the
"Yellow Book").
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Update 1-B
May 1986
Page 1 of 1

QUALIFICATIONS FOR SERVICE AS A TEAM CAPTAIN

PLEASE MAKE REFERENCE TO THIS UPDATE 1-B NEXT TO THE
SECOND FULL PARAGRAPH ON PAGE 2-9 OF THE SECPS MANUAL
(1986 EDITION)

The fifth sentence in the second full paragraph on page 2-9 in the section
entitled "Organization of the Review Team" is deleted and the following
is added:
Accordingly, a review team captain must have attended a reviewers’
training course using AICPA materials conducted in 1986 or later.

!

Revised Update 2
July 1989
Page 1 of 2

REVISIONS TO THE STANDARDS FOR PERFORMING
AND REPORTING ON PEER REVIEWS

PLEASE SUBSTITUTE THIS REVISED UPDATE 2 FOR THE ONE
DATED MARCH 1987
The following paragraph is inserted between the first and second
full paragraphs on page 2-13 of the SECPS Manual in the
section entitled "Scope of Review":
The review team should obtain a listing from the firm
being reviewed of those SEC engagements* accepted
since the end of the last peer review year (or for the
year under review if the reviewed firm has not
previously undergone a peer review) where, as reported
in a Form 8-K, in a similar public filing, such as a
document filed with the Office of the Comptroller of
the Currency,
the Federal Reserve Board,
or the
Federal
Deposit
Insurance
Corporation,
or
in
a
document filed with the Federal Home Loan Bank Board
that is available to the successor auditor, the former
accountant
resigned
(or
declined
to
stand
for
reelection) or there was a reported disagreement over
any matter of accounting principles or practices,
financial statement disclosure, or auditing scope or
procedure,
or there was a "reportable event" as
defined in item 304(a)(1)(v) of SEC Regulation S-K.
For such engagements, the review team should (1)
review the existing client-acceptance documentation
that relates to the matters or procedures that were
the subject of the resignation or disagreement or
reportable event, (2) review such current or prior
periods’
engagement
working
papers,
financial
statements,
or
auditor’s
reports
to
the
extent
considered necessary to be able to evaluate whether
the matters or procedures were handled appropriately,
(3) determine whether, since the end of the last peer
review year (or for the year under review if the firm
has not previously has a peer review) any opinions on
the
application of generally
accepted accounting
principles were rendered to the entity prior to
acceptance, and (4) determine whether any such opinion
was issued pursuant to the firm's policies relating to
the issuance of such opinions.

As defined in Appendix D to Section 1, "Organizational
Structure and Functions of the SEC Practice Section of
the AICPA Division for CPA Firms."
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Revised Update 2
July 1989
Page 2 of 2
The following is added after item J on page 2-15 of the SECPS
Manual in the section entitled "Background Information":

k.

(Approved

7/89

Names of SEC clients accepted since the end
of the last peer review year (or for the year
under review if the reviewed firm has not
previously had a peer review), where, as
reported in a Form 8-K, in a similar public
filing, such as a document filed with the
Office of the Comptroller of the Currency,
the Federal Reserve Board, or the Federal
Deposit
Insurance
Corporation,
or
in
a
document filed with the Federal Home Loan
Bank Board that is available to the successor
auditor, the former accountant resigned (or
declined to stand for reelection) or there
was a reported disagreement over any matter
of
accounting
principles or
practices,
financial statement disclosure, or auditing
scope
or
procedure,
or there
was
a
"reportable
event"
as
defined
in
item
304(a)(1)(v) of SEC Regulation S-K.

by the peer review committee September 4, 1986;
subsequently amended February 15, 1989.)

Revised Update 2
March 1987
Page 1 of 2

REVISIONS TO STANDARDS FOR PERFORMING
AND REPORTING ON PEER REVIEWS

PLEASE SUBSTITUTE THIS REVISED UPDATE 2 FOR THE ONE
DATED OCTOBER 1986
)

The following paragraph is inserted between the first and
second full paragraphs on page 2-13 of the SECPS Manual in
the section entitled "Scope of Review:"
The review team should obtain a listing from the
firm being reviewed of those SEC engagements*
accepted since January 1, 1986 or the end of the
last peer review year, whichever comes later, (or
since January 1, 1986 or for the year under review,
whichever comes later, if the reviewed firm has not
previously undergone a peer review) where, as
reported in a Form 8-K, in a similar public filing,
such as a document filed with the Office of the
Comptroller of the Currency, the Federal Reserve
Board,
or
the
Federal
Deposit
Insurance
Corporation, or in a document filed with the
Federal Home Loan Bank Board that is available to
the
successor
auditor,
the
former
accountant
resigned (or declined to stand for reelection) or
there was a reported disagreement over any matter
of accounting principles or practices, financial
statement
disclosure,
or
auditing
scope
or
procedure.
For such engagements, the review team
should (1) review the existing client-acceptance
documentation that relates to the matters or
procedures that were the subject of the resignation
or disagreement, (2) review such current or prior
periods'
engagement
working
papers,
financial
statements, or auditor's reports to the extent
considered necessary to be able to evaluate whether
the
matters
or
procedures
were
handled
appropriately, (3) determine whether, since January
1, 1986 or the end of the last peer review year,
whichever
comes
later,
any
opinions
on
the
application of generally accepted accounting prin-

As defined in Appendix D to Section 1, "Organizational
Structure and Functions of the SEC Practice Section of the
AICPA Division for CPA Firms."

Revised Update 2
March 1987
Page 2 of 2

ciples were rendered to the entity prior to accep
tance, and (4) determine whether any such opinion
was issued pursuant to the firm's policies relating
to the issuance of such opinions.

(2)

The following is added after item j on page
SECPS
Manual
in
the
section
entitled
information:"

k.

2-15 of the
"Background

Names of SEC clients accepted since Janu
ary 1, 1986 or the end of the last peer
review year, whichever comes later, (or
since January 1, 1986 or for the year
under review, whichever comes later, if
the
reviewed firm has not previously
undergone a peer review) where, as report
ed in a Form 8-K, in a similar public
filing, such as a document filed with the
Office of the Comptroller of the Cur
rency, the Federal Reserve Board, or the
Federal Deposit Insurance Corporation, or
in a document filed with the Federal Home
Loan Bank Board that is available to the
successor auditor, the former accountant
resigned (or declined to stand for reelec
tion) or there was a reported disagree
ment over any matter of accounting princi
ples or practices, financial statement
disclosure,
or
auditing
scope
or
procedure.

Update 3-A
March 1987
Page 1 of 1
REVISION OF THE ANNUAL REPORTING REQUIREMENTS

PLEASE MAKE REFERENCE TO THIS UPDATE 3-A NEXT TO ITEM
IV. 3(g) (8) ON PAGE 1-8 OF THE SECPS MANUAL (1986
EDITION)

Membership requirement IV.3(g)(8)

is amended to read as follows

Number of SEC clients for which the firm is principal
auditor-of-record; for this purpose, series of unit
investment trusts and series of limited partnerships
sponsored by the same entity shall be treated as one
SEC client.
(Approved by the executive committee March 4,

1987.)

Revised Update 3-B
April 1988
Page 1 of 2

MEMBERSHIP REQUIREMENT REGARDING COMMUNICATIONS WITH
AUDIT COMMITTEES OR BOARDS OF DIRECTORS OF SEC CLIENTS

PLEASE SUBSTITUTE THIS REVISED UPDATE 3-B FOR THE ONE DATED
MARCH 1987
Effective for audits of financial statements of SEC clients for
periods ending on or after June 30, 1987, membership requirements
IV.3(j)
and
(k)
are
superseded
and
replaced
by membership
requirement IV.3(p) that states:

Communicate at least annually with the audit committee or,
if
there
is
no
audit
committee,
with
the
board
of
directors (or its equivalent in a partnership) of each SEC
audit client (as defined in Appendix D) on the following
matters
if they come to the auditor's attention,
and
document such communication in the working papers:

(1)

Material errors or material irregularities (as
defined in the AICPA's Professional Standards,
vol. 1, AU Section 327,or possible material
illegal acts (as discussed in AU Section 328).

(2)

Material
weaknesses
in
internal
accounting
control
as
required
by
generally
accepted
auditing standards (see the AICPA's Professional
Standards, vol. 1, AU Section 323).

(3)

Opinions
obtained
by
management
from
other
independent accountants on the application of
generally accepted accounting principles that
would affect the entity's financial statements
or on the type of opinion that may be rendered
on the entity's financial statements and that
are subject to the requirements of Statement on
Auditing Standards No. 50, and the conclusions
reached by management and by the auditor with
respect to the matters covered by such opinions.

(4)

The nature of disagreements with management on
financial accounting and reporting matters and
auditing procedures which, if not satisfactorily
resolved, would have caused a modification of
the auditor's opinion on the client's financial
statements.

Revised Update 3-B
April 1988
Page 2 of 2
(5)

Accounting and disclosure considerations assoc
ated with material contingencies as defined in
FASB Statement No. 5, together with the nature
and reasonableness of the underlying assumptions
and estimates of management.

(6)

Accounting and disclosure decisions with respect
to transactions that are unusual in nature and
have
a
material
effect
on
the
financial
statements.

(7)

Situations involving the adoption of or change
in an accounting principle where the application
of
alternative
generally
accepted
accounting
principles,
including
alternative
methods
of
applying an accounting principle, would have had
a material effect on the financial statements.

(8)

The total fees received from the client for
management advisory services during
the year
under audit and a description of the types of
such services rendered.

Effective March 9, 1988
Early application of SAS No.
61,
"Communications
Committees," along with compliance with subparagraph
an
engagement
will
be
deemed
to
be
compliance
membership
requirement.
Effective
for
audits
beginning on or after January 1, 1989, membership
IV.3(p)
is
rescinded
and
membership
requirement
reinstated.
(Approved
by
the
executive
committee
subsequently amended March 9, 1988.)

December

With Audit
8 above on
with
this
of
periods
requirement
IV.3(j)
is

5,

1986

Update 3-C
March 1987
Page 1 of 1

RESCISSION OF MEMBERSHIP REQUIREMENT IV.3(n)

PLEASE MAKE REFERENCE TO THIS UPDATE 3-C NEXT TO
IV.3(n) ON PAGE 1-11 OF THE SECPS MANUAL (1986 EDITION)
In light of the adoption of Statement on Auditing Standards No.
50,
"Reports
on
the
Application
of
Accounting
Principles,"
membership
requirement
IV.3(n)
was
rescinded
by
the
SECPS
executive committee effective December 5, 1986.

Revised Update 3-D
April 1988
Page 1 of 1

AMENDED DEFINITION OF AN SEC ENGAGEMENT
PLEASE SUBSTITUTE THIS REVISED UPDATE 3-D FOR THE ONE
DATED MARCH 1987
The last two sentences of definition 2(a) on page 1-24 of the
SECPS Manual in the section entitled "Definitions" are revised as
follows:

[Rules 12g-4 and 12h-3 under the Exchange Act provide
an exemption from periodic reporting to the SEC to (1)
entities with less than $5 million in total assets on
the last day of the issuer's three most recent fiscal
years and less than 500 shareholders and (2) entities
with less than 300 shareholders.
Accordingly, such
entities are not encompassed within the scope of this
definition.]

Revised Update 3-E
April 1988
Page 1 of 1

MODIFICATION OF THE ENGAGEMENT SELECTION CRITERIA

PLEASE SUBSTITUTE THIS REVISED UPDATE 3-E FOR THE ONE
DATED MARCH 1987
The second paragraph on page 2-18 of the SECPS Manual in the
section entitled "Selection of engagements" is amended to read as
follows:
Client engagements
subject
to selection
for review
ordinarily should be those with years ending during the
year under review unless a more recent report has been
issued at the time the review team reviews engagements.
In addition, one or more engagements1 performed during
the peer review year or subsequently in connection with
a filing under the Securities Act of 1933 should be
selected by the review team.
The number of engagements
to
be
selected
and
the
percentage
of
the
firm's
accounting and auditing hours to be reviewed will be
affected by the size and nature of the firm's practice.
The review team's evaluation of the firm's inspection
program also affects the number of engagements to be
selected for review and the percentage of the firm's
accounting and auditing hours to be reviewed.

The
term
"engagement"
as
used
here
would
include
subsequent events procedures performed during the peer
review year or subsequently, through the effective date
of a registration statement even though the firm may
not have performed an audit of the entity during the
peer review year or subsequently.

(Approved by the peer review committee February 17,

1988)

Update 3-F
March 1987
Page 1 of 1
AMENDMENT TO THE COMMITTEE'S ADMINISTRATIVE
PROCEDURES REGARDING CONSIDERATION OF REPORTS

PLEASE MAKE REFERENCE TO THIS UPDATE 3-F NEXT TO THE
FOURTH FULL PARAGRAPH ON PAGE 2-32 OF THE SECPS MANUAL
(1986 EDITION)
The first full paragraph on page 2-32 in the section entitled
"Committee Consideration of Reports on Peer Reviews" is amended
to read as follows:
Reports
on
peer
reviews
are
to
be
sent
to
the
committee, together with letters of comments, if any,
and responses to those letters by reviewed firms.
In
addition, a copy of the summary review memorandum is to
be sent to the committee for reviews of firms with 30
or more SEC audit clients or when the committee or its
staff believes
it
is appropriate to do so.
Upon
acceptance by the committee, the peer review report,
letter of comments, and the reviewed firm's letter of
response are placed in the public files.

Update 3-G
March 1987
Page 1 of 2

REVISIONS TO THE ADMINISTRATIVE PROCEDURES CLARIFYING
THE SECPS PEER REVIEW COMMITTEE'S AUTHORITY
TO APPROVE THE SELECTION OF REVIEWERS

PLEASE MAKE REFERENCE TO THIS UPDATE 3-G
• NEXT THE THE LAST PARAGRAPH ON PAGE 5-3 AND THE
FIRST PARTIAL PARAGRAPH ON PAGE 5-4
• AFTER THE SECOND FULL PARAGRAPH ON PAGE 5-4
• NEXT TO THE FOURTH FULL PARAGRAPH ON PAGE 5-5
• NEXT TO THE FIFTH FULL PARAGRAPH ON PAGE 5-5
OF THE SECPS MANUAL (1986 EDITION)
para

(1)

The last paragraph on page 5-3
graph on page 5-4 are deleted.

(2)

The following paragraph is added after the second full
paragraph
in the section entitled "Source of Reviewers" on
page 5-4 of the SECPS Manual:

and

the

first partial

Evaluation of Reviewers
All reviewed firms will be asked to evaluate the
effectiveness of the peer review program and the
performance of the review team.
In addition, the
performance of team captains will be subject to
evaluation by the peer review committee.
Any such
evaluation
will
be
communicated
to
the
team
captain.

At the conclusion of each review by a committeeappointed
review
team,
the
team
captain
will
evaluate the performance of each team member.

Based on these evaluations,
the Committee may
prohibit a reviewer from serving on future review
teams.
In such circumstances, the reviewer will
be so notified.

(3)

The fourth
follows:

full paragraph on page

5-5

is revised to read as

If a member firm elects to have a review conducted
by another member firm, the reviewed firm must
notify the staff prior to the commencement of the
review and must submit certain relevant background
information.
The Committee reserves the right to
approve the selection of
the reviewing
firm
and

Update 3-G
March 1987
Page 2 of 2
the reviewers in any firm-on-firm review, which must be
conducted in accordance with section 2, "Standards for
Performing and Reporting on Peer Reviews."

(4)

The following sentence is added at the end of the fifth full
paragraph on page 5-5:
The Committee reserves the right to approve the reviewers
on state society and association reviews.

Update 3-H
March 1987
Page 1 of 2

REVISION OF THE CPE REQUIREMENT REGARDING
CREDIT GIVEN FOR INDIVIDUAL STUDY
PLEASE MAKE REFERENCE TO THIS UPDATE 3-H
• NEXT TO ITEM V.B ON PAGE 8-8
• AT THE END OF PAGE 8-17
OF THE SECPS MANUAL (1986 EDITION)

(1)

Item V.B on page 8-8 in the section entitled "Measurement of
Continuing Professional Education Hours" is amended to read
as follows:
Except for technology-based, interactive CPE courses
(see Appendix D), the credit hours for formal corre
spondence
or
other
individual
study
programs
recommended by the program sponsor will be granted
provided the requirements in Section III.D are met and
the sponsor has—

1.
2.

Pretested the program to determine average
completion time.
Recommended the credit be equal to one-half
the average completion time.

If the program sponsor has not done both 1 and 2,
above, a participant may claim credit, in whole hours
only, in an amount equal to one-half the time actually
spent on the program.
For example, a participant who
takes six hundred minutes to complete such a formal
correspondence or individual study program may claim
six hours of continuing professional education credit.
The credit hours for technology-based, interactive CPE
courses recommended by the program sponsor will be
granted provided the requirements in Section III.D are
met and sponsor has—
1.

2.

Pretested the program to determine average
completion time.
Recommended the credit be equal to the aver
age completion time.

If the program sponsor has not done both 1 and 2,
above, a participant may claim credit, in whole hours
only, in an amount equal to the time actually spent on
the program.

Update 3-H
March 1987
Page 2 of 2
The following appendix is inserted at the end of Section 8,
"Continuing Professional Education Requirements," of the
SECPS Manual (1986 Edition):

(2)

Appendix D
Technology-Based, Interactive CPE Courses
Technology-based,
interactive
CPE
courses—i.e.,
those
that
simulate a classroom learning process—should receive full CPE
credit.
Interactive learning methodologies simulate a classroom
learning process by employing software, other courseware, and
administrative
systems
that
provide
significant
ongoing
interactive feedback to the learner regarding his or her learning
progress.
Evidence of satisfactory completion of each course
segment by the learner is built into such courses.
Technology-based,
teristics :

interactive

CPE

courses

have

these

charac

They
clearly define
lesson
objectives
and
manage
the
(1)
requiring
student
through the
learning process by
frequent
student
response
to
questions
that
test
for
presented,
(2)
providing
understanding of the material
evaluative feedback to incorrectly answered questions, and
(3) providing reinforcement feedback to correctly answered
questions.
Therefore, capabilities are used that, based on
student response, provide appropriate ongoing feedback to
the
student
regarding
his
or
her
learning
progress
throughout the course.
For example, they may:

Provide for appropriate summaries at the end of each
module or section that further reinforce the student's
learning.
-

Provide the use of graphics, animation, agenda building,
etc. to enhance, as appropriate, the student's learning
progress.
Measure the competency level obtained.
If a competency
standard
is
not
achieved,
the
student
is
provided
specific
evaluative
feedback
identifying
areas
for
remedial training.

Track segment data (e.g., level of mastery, frequency
of errors while learning)
to document completion of
course segments.
(Approved by the executive committee March 4,

1987.)

REVISED
Update 4-A
October 1987
Page 1 of 2

REVISIONS TO THE PEER REVIEW STANDARDS
REGARDING THE WORDING OF QUALIFIED REPORTS
PLEASE MAKE REFERENCE TO THIS UPDATE 4-A
• NEXT TO THE LAST SENTENCE IN THE SECOND FULL PARAGRAPH ON
PAGE 2-26
• NEXT TO THE FIRST FULL PARAGRAPH ON PAGE 2-38
• NEXT TO THE LAST PARAGRAPH ON PAGE 2-41 AND THE FIRST
PARTIAL AND FULL PARAGRAPHS ON PAGE 2-42
OF THE SECPS MANUAL (1986 EDITION)
(1)

The last sentence in the second full paragraph in the section
entitled "Reporting on Peer Reviews" on page 2-26 of the
SECPS Manual is amended to read as follows:
For example,
a failure to establish appropriate
procedures for reviewing accountants' reports and
accompanying
financial
statements
may
result
in
engagements that do not meet the requirements of
professional standards.

(2)

The first full paragraph in the section
entitled
"Exhibit
A-2: Qualified Report" on page 2-38 of the SECPS Manual is
amended to read as follows:

As
discussed
in more
detail
in
our
letter of
comments dated ______ ,
19__ , our review disclosed
that
the
firm's
quality
control
policies
and
procedures for supervision were not appropriately
designed because they do not include appropriate
procedures for reviewing accountants' reports and
accompanying
financial
statements
in
order
to
provide
the
firm
with
reasonable
assurance
of
conforming with professional standards on accounting
and auditing engagements.
(3)

The
two
paragraphs
under
the
subsection
entitled
"Supervision" on pages 2-41 and 2-42 of the SECPS Manual are
amended to read as follows:

Finding - Our review disclosed that the firm's
quality
control
policies
and
procedures
do
not
provide
a
means
of
ensuring
that
financial
on
include
all
relevant
reported
statements
As
a
result,
we
noted
financial
disclosures.
not
include
all
of
the
that
did
statements

REVISED
Update 4-A
October 1987
Page 2 of 2
disclosures
required
by
generally
accepted
accounting principles, and in one instance financial
statements that were materially misstated.
The
report on the latter financial statements has been
recalled, and the financial statements are being
revised.

Recommendation For Improvement - The firm should
adopt procedures to ensure that clients' financial
statements include all relevant disclosures, such as
by obtaining or developing comprehensive financial
statement disclosure and reporting checklists.
The
firm could then amend its quality control policies
and procedures to require that those checklists be
completed
for
all
accounting
and
auditing
engagements.

(Approved by the peer review committee April 24,

1987.)

Update 4-B
August 1987
Page 1 of 1

REVISIONS TO THE PEER REVIEW
STANDARDS REGARDING SCOPE EXPANSION

PLEASE MAKE REFERENCE TO THIS UPDATE 4-B AFTER THE FIRST FULL
PARAGRAPH ON PAGE 2-22 OF THE SECPS MANUAL (1986 EDITION)

The following paragraph is inserted after
paragraph on page 2-22 of the SECPS Manual;

the

first

full

Expansion of Scope
If, during the course of the peer review, the review
team concludes that there was a significant failure
by the reviewed firm to reach an appropriate
conclusion
on
the
application
of professional
standards on an engagement, the review team should
consider whether the application of additional
review procedures is necessary.
This consideration
should be documented in the peer review working
papers.
The objective of the application of
additional procedures would be to determine whether
the significant failure is indicative of a pattern
of such failures and/or of a significant weakness in
the reviewed firm's system of quality control or in
compliance with the system.
Under some circum
stances, the reviewer may conclude that, because of
compensating controls, or for other reasons, further
procedures are unnecessary.
If, however, additional
procedures are deemed necessary, they may include an
expansion of scope to review all or relevant
portions of one or more additional engagements.
Such additional engagements may be in the same
industry, or supervised by the same individual in
the reviewed firm, or otherwise have characteristics
associated with the failure to apply professional
standards.

1 See pages 2-20 and 2-21 for action(s) required
regarding the specific engagement involved.

(Approved by the peer review committee April 24, 1987.)

Update 4-C
August 1987
Page 1 of 1

REVISIONS TO THE SAMPLE REPORT ON REVIEW
OF ASSOCIATION PEER REVIEW PROGRAM
ADMINISTRATIVE PROCEDURES
PLEASE MAKE REFERENCE TO THIS UPDATE 4-C NEXT TO THE FIRST
FULL PARAGRAPH ON PAGE 3-14 OF THE SECPS MANUAL (1986
EDITION)
The following two sentences are added at the end of the first
full paragraph in Appendix C on page 3-14 of the SECPS
Manual:

[As is customary in such reviews, we are issuing a
letter under this date that sets forth comments
related
to
certain
policies
and
procedures
or
compliance with them.
None of these matters were
considered
to
be
of
sufficient
significance
to
affect the opinion expressed in this report.]*

(Approved by the peer review committee April 24, 1987.)

* To be included if the review team issues a letter of
comments along with the unqualified report.

Update 4-D
August 1987
Page 1 of 1

AMENDMENT TO THE APPROVED
COMPOSITION OF THE PEER REVIEW COMMITTEE

PLEASE MAKE REFERENCE TO THIS UPDATE 4-D NEXT TO SECTION
VIII.2(a) ON PAGE 1-14 OF THE SECPS MANUAL (1986 EDITION)
Item VIII.2(a) in the section entitled "Peer Reviews" on page
1-14 of the SECPS Manual is amended to read as follows:
The peer review committee shall be a continuing
committee appointed by the executive committee and
shall consist of not less than fifteen individuals
selected from member firms.

(Approved by AICPA Council May 1987.)

Update 4-E
August 1987
Page 1 of 2

REVISIONS TO THE OBJECTIVES, ORGANIZATION,
AND OPERATIONS OF THE SPECIAL
INVESTIGATIONS COMMITTEE
PLEASE MAKE REFERENCE TO THIS UPDATE 4-E
• BETWEEN THE FIRST AND SECOND BULLETS ON PAGE 7-9
• NEXT TO PARAGRAPH 18 ON PAGE 7-10
OF THE SECPS MANUAL (1986 EDITION)
(1)

The following paragraph is inserted between the first and
second bullets on page 7-9 of the SECPS Manual in the section
entitled "Operations":
The SIC, when it deems it to be appropriate and
necessary, should read audit documentation, such as
audit planning memoranda, summary review memoranda,
audit issues memoranda, or consultation memoranda,
that
could
enable
the
SIC
to
evaluate
whether
appropriate
attention
was
given
by
appropriate
individuals during the audit to the issues addressed
by the allegations.1
However, while access should
be sufficient for the SIC to evaluate whether the
member
firm
had
suitable
quality
controls
and
whether they were operating effectively, the SIC's
review would not be so extensive as to place it in a
position to determine whether or not the firm had
specifically
complied
with
generally
accepted
auditing standards in the area under consideration.
The
exact
extent,
nature,
and
form
of
access
requested depends on the individual circumstances
presented by the specific case and the specific
allegations.

1
A
member
firm
will
ordinarily
evaluate
the
litigation risk against the benefit of permitting
the SIC access on a specific case.
Accordingly, a
decision not to permit access to documentation does
not necessarily mean that inappropriate attention
was given to a matter.
However, that decision would
not, in and of itself, cause the SIC to recommend
the imposition of sanctions, provided the firm's
decision was not a general refusal of cooperation.
The
inability
to
review
important
evidence
of
quality controls would
likely result
in
a more

extensive

investigation

than

would

otherwise

be

required,
including the greater likelihood of a
special review.
Furthermore, a general refusal to
cooperate in the investigative process would cause
the SIC to recommend sanctions.

Update 4-E
August 1987
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(2)

Paragraph 18 on page
read as follows:

7-10 of

the SECPS Manual

is amended

A firm is required to cooperate with the committee
by furnishing on a timely basis, upon request, the
information contemplated
by paragraph
17 and
by
with
to
comply
authorizing
its
peer
reviewers
requests for such information.
A firm is also
ordinarily expected to cooperate with requests to
permit
SIC access,
when appropriate,
to certain
audit documentation bearing upon the member firm's
awareness and consideration of the issues addressed
by allegations made against the firm.
However, a
firm is not required to provide the committee or its
representatives with information that would invade
the attorney-client privilege, or with the liti
gation work product of the firm or any of its
partners or employees.
(Approved by the executive committee June 24,

1987.)

to

Update 5
October 1987

AMENDED LANGUAGE GOVERNING NOMINATIONS
TO THE SEC PRACTICE SECTION EXECUTIVE COMMITTEE

PLEASE MAKE REFERENCE TO THIS UPDATE 5 NEXT TO ITEM
VI.2.C. ON PAGE 1-12 OF THE SECPS MANUAL (1986 EDITION)
Item VI.2.c.

is amended to read as follows:

Nominations for appointments of representatives
of
member
firms
to
the
executive
committee
shall be provided to the chairman of the AICPA
by
a
nominating
committee
of
the
section.
The
section's
nominating
committee
shall
be
elected by the AICPA Council and consist of
individuals
drawn
from
seven
of
the member
firms of the section.
The nominations process
shall
give
appropriate
recognition
to
the
focus of the section on practice before the
Securities and Exchange Commission.

(Approved by Council of the AICPA September 18, 1987)

Update 6-A
April 1988
Page 1 of 1
REVISION TO THE ORGANIZATIONAL
STRUCTURE AND FUNCTIONS OF THE SECPS
REGARDING THE TIMING OF PEER REVIEWS

PLEASE MAKE REFERENCE TO THIS UPDATE 6-A
• NEXT TO THE FIRST BULLET ON PAGE 1-23
• BETWEEN THE FIRST AND SECOND BULLETS ON PAGE 1-23
OF THE SECPS MANUAL (1986 EDITION)
(1)

The first bullet on page 1-23 of the SECPS Manual in the
section entitled "Appendix C-Timing of Reviews" is revised
to read as follows:

If the firm has previously been a member of the
section during the last four years, a condition of
reacceptance will be that the peer review field work
be scheduled to start within ninety days of the
firm's reacceptance or by the date the original peer
review was to commence, whichever is later.

(2)

The following paragraph is inserted between the first
second bullets on page 1-23 of the SECPS Manual in
section entitled "Appendix C-Timing of Reviews":

•

and
the

If the firm is joining the section as a result of
an agreement with the Securities and Exchange
Commission
or
another
governmental
regulatory
body involving
the
firm or
its personnel,
a
condition of acceptance will be that the peer
review field work will be scheduled to start
within ninety days of the firm's acceptance into
the section.

(Approved
by
the
executive
subsequently amended September
March 9, 1988.)

committee
June
21,
1979;
14, 1982, March 8, 1985 and

Revised Update 6-B
July 1989
Page 1 of 2
REVISIONS TO THE PEER REVIEW
STANDARDS REGARDING SCOPE OF THE REVIEW

PLEASE MAKE REFERENCE TO THIS UPDATE 6-B
• BETWEEN THE FIRST AND SECOND FULL PARAGRAPHS
ON PAGE 2-13
• AFTER ITEM k ON PAGE 2-15
• NEXT TO THE FIRST BULLET ON PAGE 2-18
OF THE SECPS MANUAL (1986 EDITION)
The following paragraph is inserted between the first and
second full paragraphs on page 2-13 of the SECPS Manual
in the subsection entitled "Scope of the review."
(Note:
This paragraph follows the paragraph in Revised Update 2
dated July 1989 in the SECPS Peer Review Manual.)

(1)

The review team should also obtain a listing
("this list") from the firm being reviewed of all
new SEC engagements (1) for which there was a
predecessor accountant or auditor, and (2) for
which
the
reviewed
firm's
first
report
on
accounting and auditing services* related to a
period that ended during the reviewed firm’s peer
review year.
In the selection of offices,
greater weight should be given to those offices
that had the most such SEC engagements.
If there
are any engagements in the offices selected that
are on both this list and the list described in
the preceding paragraph, those engagements (or
portions of those engagements) should be selected
for
review.
The existing client-acceptance
documentation for all other engagements on this
list in the offices selected should be reviewed
and, based on the results of these reviews, the
review team should consider the need to select
additional
engagements
(or
portions
of
engagements)
on
this
list
for
review,
particularly in circumstances where the prior
accountant’s
or
auditor’s most
recent
audit
report was qualified or contained explanatory
language not relating to consistency or the
report of another auditor.
In any event, at
least one engagement on this list should be
reviewed in each office visited.
*

See footnote 3 on page 2-5 of these Standards.

7/89

Revised Update 6-B
July 1989
Page 2 of 2
The following item is to be inserted after item k on page
2-15 of the SECPS Manual in the subsection entitled
"Background information."
(Note:
This item follows item
j in the SECPS Manual and item k in Revised Update 2
dated July 1989 in the SECPS Peer Review Manual.)

(2)

1. Names of new SEC clients (1) for which there was
a predecessor accountant or auditor, and (2) for
which
the
reviewed
firm’s
first
report
on
accounting and auditing services* related to a
period that ended during the reviewed firm’s peer
review year.
The fifth bullet on page 2-18 of the SECPS Manual in the
subsection entitled "Selection of offices" is revised to
read as follows:

(3)

•

The significance to the firm and to individual
offices of industry concentrations (including
concentrations
of
engagements
in high risk
industries); of speciality practice areas, such
as SEC or regulated industries; and of new SEC
engagements (1) for which there was predecessor
accountant or auditor, and (2) for which the
reviewed firm’s first report on accounting and
auditing services* related to a period that
ended during the peer review year.

(Approved by the peer review committee February 17, 1988;
subsequently amended February 15, 1989.)

*

See footnote 3 on page 2-5 of these Standards.

7/89

Update 6-C
April 1988
Page 1 of 1
CLARIFICATION OF MATTERS TO BE
INCLUDED IN THE LETTER OF COMMENTS

PLEASE MAKE REFERENCE TO THIS UPDATE 6-C
NEXT TO THE FIRST PARTIAL PARAGRAPH ON PAGE 2-31
OF THE SECPS MANUAL (1986 EDITION)
The following sentence is to be added after the first full
sentence
of
the
first
partial
paragraph
in
the
subsection
entitled "Matters to be included in the letter of comments" on
page 2-31 of the SECPS Manual:

However, noncompliance with quality control policies
and
procedures
that
are less critical
to assuring
conformity with professional
standards may also be
reportable
in
a
letter
of
comments;
for
example,
failures
to
comply
with
the
firm's
hiring
or
advancement policies could create a condition in which
there was more than a remote possibility that the firm
would
not
conform
with
professional
standards
on
accounting and auditing engagements, either currently
or in the future.
(Approved by the peer review committee February 17,

1988.)

Update 6-D
April 1988
Page 1 of 1

REVIEWS OF QUALITY CONTROL MATERIALS

PLEASE MAKE REFERENCE TO THIS UPDATE 6-D
• NEXT TO THE SECOND FULL PARAGRAPH ON PAGE 2-15
• AFTER THE LAST FOOTNOTE ON PAGE 2-15
OF THE SECPS MANUAL (1986 EDITION)
An asterisk is to be placed next to the second sentence of the
first paragraph in the subsection entitled "Study and evaluation
of the quality control system" on page 2-15 of the SECPS Manual
and the following footnote is to be added to that page:

See Appendix B in the section contained in the looseleaf SECPS Peer Review Manual entitled "Standards for
Performing and Reporting on Reviews of Quality Control
Materials" if the reviewed firm used quality control
materials acquired from another accounting firm or some
other third party.
(Approved by the peer review committee February 17,

1988.)

Update 6-E
April 1988
Page 1 of 1
REVISIONS TO GUIDELINES FOR INVOLVEMENT
BY ASSOCIATIONS OF CPA FIRMS REGARDING
REVIEWS OF ASSOCIATION QUALITY CONTROL MATERIALS

PLEASE MAKE REFERENCE TO THIS UPDATE
• NEXT TO THE FIRST AND SECOND FULL
ON PAGE 3-6
• NEXT TO FOOTNOTE NUMBER 3 ON PAGE
• NEXT TO FOOTNOTE NUMBER 4 ON PAGE
OF THE SECPS MANUAL (1986 EDITION)

6-E
PARAGRAPHS

3-6
3-6

(1)

The first and second full paragraphs on page 3-6 of
SECPS
Manual
in
the
subsection
entitled
"Reviews
association quality control materials" are deleted.

(2)

Footnote number three on page
revised to read as follows:

3-6

of

the

SECPS

the
of

Manual

is

See
Appendix
B,
"Guidelines
for
Review
of
Association
Continuing
Professional
Education
Programs"
or,
in
the
case
of
other
types
of
materials, the section contained in the loose-leaf
SECPS Peer Review Manual entitled "Standards for
Performing
and
Reporting
on
Reviews
of
Quality
Control Materials."
(3)

Footnote number four on page
revised to read as follows:

3-6

of

the

SECPS

Manual

The association should advise the reviewers of its
member firms that they should consider both the
report (and, if applicable, the letter of comments
and response thereto) relating to the association
quality control materials and whether the reviewed
firm
tailored
the
materials,
to
the
extent
appropriate, to its practice and properly integrated
the materials into its practice.
The report on the
reviewed firm should not, however, make reference to
the review of the materials.

(Approved by the peer review committee February 17, 1988.)

is

Update 6-F
April 1988
Page 1 of 2
REVISED APPENDIX B—GUIDELINES FOR
REVIEW OF ASSOCIATION CONTINUING
PROFESSIONAL EDUCATION PROGRAMS
PLEASE MAKE REFERENCE TO THIS UPDATE 6-F ON PAGES
3-8 THROUGH 3-10 OF THE SECPS MANUAL (1986 EDITION)
Appendix B on pages
revised as follows:

3-8

through

3-10

APPENDIX B—Guidelines for Review
Professional Education Programs

of

of

the

SECPS

Association

Manual

is

Continuing

Introduction
Associations authorized to administer peer reviews are required
to submit to an independent review of the materials that consti
tute association quality control materials and of the related
system of quality control for the development and maintenance of
the materials at least once every three years.
In the event of
substantial change in the system or in the resultant materials,
the association should consult with the SEC Practice Section
Peer Review Committee to determine whether an accelerated review
is warranted.
The following discussion describes the guidelines that a review
team should follow in reviewing continuing professional education
programs
(hereinafter
referred
to
as
"CPE
programs")
that
constitute association quality control materials.*

Qualifications of Review Teams
A review of association CPE programs may be performed by a
committee-appointed review team, by a firm that is a member of
the section, or by an association or state society appointed
review team.
Reviews of association CPE programs may not be
performed by a member of the association.
Furthermore, the
Committee will not appoint to the review team a person with a
firm that is a member of the association or a person or firm that
may have a conflict of interest with respect to the review, such
as
someone
who
assisted
in
the
development,
review
or
presentation of the CPE programs or uses the programs as an
integral part of his/her firm's quality control system.

*

See the section contained in the loose-leaf SECPS Peer Review
Manual entitled "Standards for Performing and Reporting on
Reviews of Quality Control
Materials"
for
information on
reviews of quality control materials other than CPE programs.

Update 6-F
April 1988
Page 2 of 2
Review Procedures
The review should
quality control
association CPE
themselves.
Such

include a study and evaluation of the system of
for
the development
and maintenance of the
programs
and a review of the CPE programs
a review normally should include —

•

Obtaining a description of the system of quality control
for the development and maintenance of the CPE programs;

•

Obtaining
programs;

•

Reviewing
the
qualifications
(subject
matter
instructional
design)
of
the
developer(s)
reviewer(s) of the CPE programs;

•

Obtaining evidence that the CPE programs were reviewed
by qualified person(s) other than the developer(s);

•

Reviewing and evaluating the procedures established for
updating the CPE programs to ensure that they remain
current and relevant and for communicating any relevant
changes
in
professional
standards
to
program
participants should new professional standards be issued
prior to updating the CPE programs;

•

Reviewing the system developed for
soliciting and eval
uating feedback on the CPE programs;

•

Testing
system;

•

Reviewing selected instructor and participant manuals
and
evaluating
whether
the
materials
appear
to
accomplish the program's objectives.

•

Evaluating whether the applicable AICPA standards for
CPE program development and presentation that are not
covered by the preceding procedures are being achieved.
(See the Statement on Standards for Formal Group and
Formal
Self-Study
Programs
issued
by
the
AICPA
Continuing Professional Education Division.)

a

description

documentation

of

the

evidencing

objectives

of

compliance

the

with

CPE

and
and

the

Reporting on a Review
For assistance in preparing the report and letter of comments, if
any, on the review of the association's quality control system
for the development and maintenance of CPE programs and of the
CPE programs themselves, the reviewer should refer to the general
guidelines set forth
in the section entitled "Standards for
Performing and Reporting on Reviews of Quality Control Materials"
contained in the loose-leaf SECPS Peer Review Manual.

Update 6-G
April 1988
Page 1 of 1
REVISION TO THE PROCEDURES REGARDING
CONSULTATION WITH THE PEER REVIEW COMMITTEE

PLEASE MAKE REFERENCE TO THIS UPDATE 6-G
• NEXT TO THE FIRST PARTIAL PARAGRAPH ON PAGE 2-19
• AFTER THE LAST FOOTNOTE ON PAGE 2-19
• AFTER THE LAST BULLET ON PAGE 5-6
OF THE SECPS MANUAL (1986 EDITION)
(1)

An asterisk is to be placed next to the first partial
sentence of the first partial paragraph in the subsection
entitled "Selection of engagements" on page 2-19 of the
SECPS Manual.

(2)

The following
SECPS Manual:

footnote

is

to

be

added

to page

2-19

of

the

If the review team believes that the engagements
selected for review do not provide a reasonable
cross section of the firm's accounting and auditing
practice due to the specific engagement criteria set
forth
in
this
section,
the
review
team
should
consider consulting with the committee.

(3)

The following bullet is added after the last bullet in the
first paragraph on page 5-6 of the SECPS Manual in the
section entitled "Performing Reviews:"

•

The
review
team
encounters
difficulties
in
selecting
a
reasonable
cross
section
of
the
firm's accounting and auditing practice based on
the engagement selection criteria set forth in
the peer review standards.

(Approved by the peer review committee February 17,

1988.)

Update 7-A
August 1988
Page 1 of 3
REVISED APPENDIX E—SCOPE OP THE
CONCURRING REVIEW REQUIREMENT

PLEASE MAKE REFERENCE TO THIS UPDATE
1-26 THROUGH 1-27 OP THE SECPS
EDITION) — THIS UPDATE IS EFFECTIVE
PERIODS BEGINNING ON OR AFTER JANUARY
Appendix E on pages
revised as follows:

1-26

through

1-27

7-A ON PAGES
MANUAL (1986
FOR AUDITS OP
1, 1989.

of

the

SECPS

Manual

is

APPENDIX E—Scope of the Concurring Review Requirement
The purpose of the concurring review requirement is to provide
additional assurance that (1) the financial statements of SEC
engagements (see Appendix D)
are in conformity with generally
accepted accounting principles or other comprehensive basis of
accounting and (2) the firm's report thereon is in accordance
with generally accepted auditing standards.
Performance of a
concurring review does not relieve the partner in charge of the
engagement from final responsibility for the issuance of the
firm's
audit
report,
but
serves as
an objective
review of
material accounting, auditing, or reporting issues.
To achieve
this
purpose,
a member
firm
should
establish
policies
and
procedures
covering
(1)
the
qualifications
of
concurring
reviewers, (2) the nature, extent, and timing of the concurring
review, and (3) the documentation required to evidence compliance
with the firm's policies and procedures with respect to the
concurring review requirement.

As a minimum,
the
firm's policies
and procedures
responsive to the following criteria and guidelines:

•

should

Qualifications - The concurring review partner should
have sufficient technical expertise and experience to
achieve the purposes described above.
The deter
mination
of
what
constitutes
sufficient
technical
expertise
and
experience
requires
careful
consideration and should be tailored to the engagement
and
to
the
engagement
personnel.
However,
an
effective concurring review contemplates a familiarity
with relevant specialized industry practices, such as
those found in the banking and insurance industries.
There are various ways to obtain such familiarity in
addition to personal audit experience in the client's
industry.
It also contemplates that the concurring
reviewer will possess a familiarity with SEC rules and
regulations where they are pertinent.
The concurring

be

Update 7-A
August 1988
Page 2 of 3
reviewer may
need
to
seek
assistance
from other
individuals to supplement his knowledge when necessary
in the circumstances.
For the concurring review to be an objective review of
material accounting, auditing or reporting issues, the
concurring reviewer ordinarily should not assume any
of the responsibilities of the partner-in-charge of
the engagement.1
When consultation occurs with the
concurring review partner on an accounting, auditing
or
reporting
issue
during
the
engagement,
the
engagement
partner
should
ordinarily
develop
an
initial resolution to the issue before consulting the
concurring reviewer.

Nature, Extent, and Timing - The concurring reviewer's
responsibilities should include reading the financial
statements and the firm's report thereon and making an
objective review of significant accounting, auditing
or reporting considerations.
Such review should be
performed prior to the release of the report and
should include discussions with the partner-in-charge
of
the
engagement
and review of
selected working
papers.
The extent of working paper review is a
professional judgment which has to be made by the
reviewer
and
will
vary
with
the
particular
circumstances
of
each
engagement.
The
firm's
guidelines for concurring partner review should take
into account its policies and procedures for planning,
supervising and reviewing engagements, and the extent
to which those policies provide for the documentation
of significant accounting,
auditing, and
reporting
considerations.
The
firm's
guidelines
should
also

1

It is not unusual for clients to be aware of the existence
of a concurring review partner.
A client may contact the
concurring review partner with respect to some question,
problem or matter requiring immediate attention when the
engagement partner is not available because of illness,
extended travel or other reasons.
When a concurring review
partner
is
thus
required
to deal
with
an
accounting,
auditing
or
reporting
matter,
he
should
advise
the
engagement partner as soon as possible of the facts and
circumstances of the matter so that the engagement partner
can review any decisions reached.

Update 7-A
August 1988
Page 3 of 3
identify the types of engagements2 in which a timely
concurring review should be made of the preliminary
audit plan.

Documentation - The

•

engagement files should contain
evidence that the firm's policies and procedures with
respect
to the concurring
review requirement were
complied with prior to the issuance of the firm's
report.
If the concurring partner and the partner in charge of
the
engagement
have
differing
views
regarding
important matters, the disagreement should be resolved
in accordance with applicable firm policy.**

The tone set at the top of the firm should encourage and support
the performance of objective concurring reviews.
In this regard,
firm policy should state that the concurring reviewer is expected
to
carry out
his
responsibilities
with objectivity
and due
professional care without regard to the relative positions of
the engagement partner and the concurring review partner.
(Approved
by
the
executive
committee
September
13,
subsequently amended September 13, 1985 and June 28, 1988.)
2

**

1984;

Firms should, as a minimum, apply this procedure to high
risk engagements as defined by the member firm for this
purpose.
Such a definition might be influenced by the
of
the
entity,
the
engagement
personnel's
complexity
and their knowledge of the
experience with the entity,
entity's business.
Factors to consider in this regard may
include the entity's type of business, a material change in
the
entity's business,
types of products and services,
capital
structure,
related
parties,
locations,
and
production, distribution, and compensation methods.
(See
AICPA Professional Standards, AU section 311, "Planning and
Supervision,"
and
AU
section
312,
"Audit
Risk
and
Materiality
in
Conducting
an
Audit.")
Normally,
the
definition would provide for timely concurring review of the
preliminary audit plan for the firm's initial audit of an
SEC engagement.

See SAS No. 22,

Planning and Supervision.

Effective
for audits of periods
beginning on or after
January 1, 1989.
Until that time, the concurring review
requirement
approved
on
September
13,
1985
remains
in
effect.

Update 7-B
August 1988
Page 1 of 1
AMENDMENT TO THE COMMITTEE'S ADMINISTRATIVE
PROCEDURES REGARDING CONSIDERATION OP REPORTS

PLEASE MAKE REFERENCE TO THIS UPDATE 7-B
• NEXT TO THE SECOND BULLET ON PAGE 2-33
• AT THE BOTTOM OF PAGE 2-33
OF THE SECPS MANUAL (1986 EDITION)
An asterisk is to be placed next to the second bullet in the
section entitled
"Committee Consideration of Reports on Peer
Reviews" on page 2-33 of the SECPS Manual and the following
footnote is to be added to that page:
Unless the reviewed firm has SEC clients, the revised
peer
review
documents
must
be
received
by
the
committee's staff within 30 calendar days after the
committee meeting at which they were accepted, or else
they will be considered to be deferred and will be
reconsidered at the committee's next meeting.

However, if the firm has SEC clients, the revised peer
review documents must be received by the committee's
staff within
10
business days
after the committee
meeting at which they were accepted so the documents
can be sent to the Securities and Exchange Commission
as
required by the SEC Access Agreement.
If the
documents are received after this date, they will be
considered to be deferred and will be reconsidered at
the committee's next meeting.
(Approved by the peer review committee May 10, 1988.)

Revised Update 7-A
October 1988
Page 1 of 3
REVISED APPENDIX E—SCOPE OP THE
CONCURRING REVIEW REQUIREMENT

PLEASE SUBSTITUTE THIS REVISED UPDATE 7-A FOR THE
ONE DATED AUGUST 1988. — THIS UPDATE IS EFFECTIVE
FOR AUDITS OF PERIODS BEGINNING ON OR AFTER JANUARY
1, 1989.
Appendix E on pages
revised as follows:

1-26

through

1-27

of

the

SECPS

Manual

is

APPENDIX E—Scope of the Concurring Review Requirement
The purpose of the concurring review requirement is to provide
additional assurance that (1) the financial statements of SEC
engagements (see Appendix D) are in conformity with generally
accepted accounting principles or other comprehensive basis of
accounting and (2) the firm's report thereon is in accordance
with generally accepted auditing standards.
Performance of a
concurring review does not relieve the partner in charge of the
engagement from final responsibility for the issuance of the
firm's
audit
report,
but
serves as
an objective review of
material accounting, auditing, or reporting issues.
To achieve
this
purpose,
a member
firm should
establish policies
and
procedures
covering
(1)
the
qualifications
of
concurring
reviewers, (2) the nature, extent, and timing of the concurring
review, and (3) the documentation required to evidence compliance
with the firm's policies and procedures with respect to the
concurring review requirement.
As a minimum,
the firm's policies and procedures
responsive to the following criteria and guidelines:

•

should

Qualifications - The concurring review partner should
have sufficient technical expertise and experience to
achieve the purposes described above.
The deter
mination
of
what
constitutes
sufficient
technical
expertise
and
experience
requires
careful
consideration and should be tailored to the engagement
and
to
the
engagement
personnel.
However,
an
effective concurring review contemplates a familiarity
with relevant specialized industry practices, such as
those found in the banking and insurance industries.
There are various ways to obtain such familiarity in
addition to personal audit experience in the client's
industry.
It also contemplates that the concurring
reviewer will possess a familiarity with SEC rules and
regulations where they are pertinent.
The concurring

be

Revised Update 7-A
October 1988
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reviewer may
need
to
seek
assistance
from other
individuals to supplement his knowledge when necessary
in the circumstances.
For the concurring review to be an objective review of
material accounting, auditing or reporting issues, the
concurring reviewer ordinarily should not assume any
of the responsibilities of the partner-in-charge of
the engagement.1
Similarly, the concurring reviewer
should not have responsibility for any segment of the
engagement.
When
consultation
occurs
with
the
concurring review partner on an accounting, auditing
or
reporting
issue
during
the
engagement,
the
engagement
partner
should
ordinarily
develop
an
initial resolution to the issue before consulting the
concurring reviewer.

Nature, Extent, and Timing - The concurring reviewer's
responsibilities should include reading the financial
statements and the firm's report thereon and making an
objective review of significant accounting, auditing
or reporting considerations.
Such review should be
performed prior to the release of the report and
should include discussions with the partner-in-charge
of
the engagement and review of selected working
papers.
The extent of working paper review is a
professional judgment which has to be made by the
reviewer
and
will
vary
with
the
particular
circumstances
of
each
engagement.
The
firm's
guidelines for concurring partner review should take
into account its policies and procedures for planning,
supervising and reviewing engagements, and the extent
to which those policies provide for the documentation
of significant accounting,
auditing,
and reporting
considerations.
The
firm's
guidelines
should
also

1

It is not unusual for clients to be aware of the existence
of a concurring review partner.
A client may contact the
concurring review partner with respect to some question,
problem or matter requiring immediate attention when the
engagement partner is not available because of illness,
extended travel or other reasons.
When a concurring review
partner
is
thus
required
to
deal
with
an
accounting,
auditing
or
reporting
matter,
he
should
advise
the
engagement partner as soon as possible of the facts and
circumstances of the matter so that the engagement partner
can review any decisions reached.

Revised Update 7-A
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identify the types of engagements2 in which a timely
concurring review should be made of the preliminary
audit plan.

Documentation - The engagement

•

files should contain
evidence that the firm's policies and procedures with
respect to the concurring review requirement were
complied with prior to the issuance of the firm's
report.

If the concurring partner and the partner in charge of
the
engagement
have
differing
views
regarding
important matters, the disagreement should be resolved
in accordance with applicable firm policy.**

The tone set at the top of the firm should encourage and support
the performance of objective concurring reviews.
In this regard,
firm policy should state that the concurring reviewer is expected
to carry out his responsibilities with objectivity and due
professional care without regard to the relative positions of
the engagement partner and the concurring review partner.
(Approved
by
the
executive
committee
September
13,
subsequently amended September 13, 1985 and June 28, 1988.)

1984;

Firms should, as a minimum, apply this procedure to high
risk engagements as defined by the member firm for this
purpose.
Such a definition might be influenced by the
complexity
of
the
entity,
the
engagement
personnel's
experience with the entity,
and their knowledge of the
entity's business.
Factors to consider in this regard may
include the entity's type of business, a material change in
the entity's business,
types of products and services,
capital
structure,
related
parties,
locations,
and
production, distribution, and compensation methods.
(See
AICPA Professional Standards, AU section 311, "Planning and
Supervision,"
and
AU
section
312,
"Audit
Risk
and
Materiality
in
Conducting
an
Audit.")
Normally,
the
definition would provide for timely concurring review of the
preliminary audit plan for the firm's initial audit of an
SEC engagement.
**

See SAS No.

22,

Planning and Supervision.

Effective
for audits of periods beginning on or after
January 1, 1989.
Until that time, the concurring review
requirement
approved
on
September
13,
1985
remains
in
effect.

Update 8
October 1988
Page 1 of 1
REVISION TO THE PEER REVIEW STANDARDS
REGARDING ACQUISITIONS AND DIVESTITURES

PLEASE MAKE REFERENCE TO THIS UPDATE 8
• AFTER THE SECOND FULL PARAGRAPH ON PAGE 2-13
• NEXT TO THE THIRD FULL PARAGRAPH ON PAGE 2-13
• PRIOR TO THE FIRST SENTENCE IN THE FOURTH FULL
PARAGRAPH ON PAGE 2-13
OF THE SECPS MANUAL (1986 EDITION)
(1)

The following paragraph is inserted after the second full
paragraph on page 2-13 of the SECPS Manual in the subsection
entitled "The Review":

Other scope considerations. When the reviewed
firm has had a significant acquisition of another
practice or a portion thereof, or a divestment of
a significant portion of its practice, during or
subsequent to its review year, the peer reviewer
and/or the reviewed firm should consult with the
Committee before the review begins to consider the
appropriate scope of the review or other actions
that should be taken so that the peer review
report will not have to be modified for a scope
limitation.
(2)

The third full paragraph on page 2-13 is deleted.

(3)

The following subsection title is inserted prior to the
first sentence in the fourth full paragraph on page 2-13 of
the SECPS Manual in the subsection entitled "The Review":

Restriction of scope.
(Approved by the peer review committee September 8, 1988.)

Revised Update 9
July 1989
Page 1 of 2

MEMBERSHIP REQUIREMENT REGARDING
THE CESSATION OF THE CLIENT-AUDITOR
RELATIONSHIP WITH AN SEC REGISTRANT

PLEASE SUBSTITUTE THIS REVISED UPDATE 9
FOR THE ONE DATED MARCH 1989
PLEASE MAKE REFERENCE TO THIS UPDATE 9
AFTER IV.3(p) ON PAGE 1-11 OF THE
SECPS MANUAL (1986 EDITION)

Membership
follows:

requirement

IV.3(q),

effective May

1,

1989,

is

as

When the member firm has been the auditor for an SEC registrant
(as defined in Appendix D, section 1) and has resigned, declined
to stand for re-election or been dismissed, report the fact that
the client-auditor relationship has ceased directly in writing
to the former SEC client, with a Simultaneous copy to the Chief
Accountant of the Securities and Exchange Commission.
Such
report* shall be sent to the former SEC client and to the Chief
Accountant by the end of the fifth business day following the
member firm’s determination that the client-auditor relationship
has ended.

*See Appendix I for standard form of such report.

(Approved by the executive committee March 8, 1989.)

7/89

Revised Update 9
July 1989
Page 2 of 2

APPENDIX I - STANDARD FORM OF LETTER CONFIRMING
THE CESSATION OF THE
CLIENT-AUDITOR RELATIONSHIP

(Date)

Mr. John Doe
Chief Financial Officer
XYZ Corporation
Anytown, USA

Dear Mr. Doe:
This is to confirm that the client-auditor relationship between
XYZ Corporation and Able Baker & Co. has ceased.
Sincerely,

Able Baker & Co.

cc:

NOTE:

7/89

Office of the Chief Accountant
Securities and Exchange Commission
Stop 4-8
Washington, D.C. 20549

Member firms may wish to consider sending such letters
to the Commission ’’return receipt requested” for the
firm’s records.

Update 10-A
July 1989
Page 1 of 1

REVISION OF THE ANNUAL REPORTING REQUIREMENTS

PLEASE MAKE REFERENCE TO THIS UPDATE 10-A
• NEXT TO ITEM IV.3(g)(12) ON PAGE 1-8
e NEXT TO ITEM IV.3(g)(13) ON PAGE 1-9
OF THE SECPS MANUAL (1986 EDITION)
(1)

Item IV.3(g)(12) in the section entitled "Membership”
page 1-8 of the SECPS Manual is amended to read
follows:

on
as

Gross fees for accounting and auditing, tax,
MAS from SEC clients, and MAS from all other
clients, expressed as a percentage of total
gross fees

(2)

Item IV.3(g)(13) in the section entitled "Membership"
page 1-9 of the SECPS Manual is amended to read
follows:

Gross fees for MAS, tax, and accounting and
auditing services performed for SEC clients,
expressed as a percentage of total fees
charged to all SEC clients, and the number
of clients that receive each such type of
service.
(Approved by the executive committee June 27, 1989)

7/89

on
as

Update 10-B
July 1989
Page 1 of 1

QCIC GUIDELINES FOR THE APPLICATION OF PARAGRAPH SIX OF ITS
ORGANIZATIONAL STRUCTURE AND FUNCTIONS DOCUMENT TO
NON-REPORTABLE MATTERS INVOLVING REGULATED FINANCIAL INSTITUTIONS

PLEASE MAKE REFERENCE TO THIS UPDATE 10-B
• AFTER ITEM IV.3(m) ON PAGE 1-11
• AFTER PARAGRAPH 6 ON PAGE 7-6
OF THE SECPS MANUAL (1986 EDITION)
When the Quality Control Inquiry Committee (QCIC)*
learns that a federal or state governmental agency has
filed a lawsuit against a member firm for an alleged
audit failure involving the financial statements of a
regulated financial institution (e.g., a bank, savings
and loan association,
credit union,
or insurance
company) that is not "an SEC client" as defined in
Appendix
D
of
the
SEC
Practice
Section’s
organizational structure and functions document, then
QCIC shall request the member firm to provide it with
a copy of the complaint.
QCIC shall screen the allegations in a complaint
received under this policy.
If QCIC determines that
the
allegations
indicate
a
possible
need
for
corrective measures by the member firm, which have not
previously been addressed by QCIC, then QCIC shall
request the member firm to volunteer to place the case
on QCIC’s case agenda.

If the member refuses to provide a complaint to the
QCIC or declines to volunteer to place the case on the
QCIC’s agenda, then QCIC shall request the executive
committee to determine what action, if any, shall be
taken by the Section.

In carrying out its procedures, QCIC may consolidate
cases involving a particular firm to avoid duplication
of effort.

At
the December
1990 meeting of
the
executive
committee,
the QCIC shall report the results of
applying these guidelines.
(Approved by the executive committee June 27, 1989)

On December 6, 1988, the executive committee changed the
name of the Special Investigations Committee (SIC) to the
Quality Control Inquiry Committee (QCIC).
7/89

Update 10-C
July 1989
Page 1 of 1

REVISION TO THE PEER REVIEW STANDARDS
REGARDING THE TEAM CAPTAIN ROTATION REQUIREMENT

PLEASE MAKE REFERENCE TO THIS UPDATE 10-C NEXT TO THE THIRD
FULL PARAGRAPH ON PAGE 2-9 OF THE SECPS MANUAL (1986 EDITION)

Effective for peer reviews performed after August 1, 1989, the
third full paragraph on page 2-9 in the section entitled
’’Organization of the Review Team" is revised to read as follows:
An individual who serves as team captain for three
successive reviews of the same firm may not serve in
that capacity for the firm’s next peer review.

(Approved by the peer review committee May 12, 1989.)

7/89

Update 10-D
July 1989
Page 1 of 1
REVISIONS TO THE STANDARDS FOR PERFORMING
AND REPORTING ON PEER REVIEWS

PLEASE MAKE REFERENCE TO THIS UPDATE 10-D
• NEXT TO THE FIRST FULL PARAGRAPH ON PAGE 2-19
• AFTER THE END OF THE FIRST PARTIAL SENTENCE OF THE
FIRST PARTIAL PARAGRAPH ON PAGE 2-19
• AT THE BOTTOM OF PAGE 2-19 (BENEATH FOOTNOTE 17)
OF THE SECPS MANUAL (1986 EDITION)

1.

The first full paragraph on page 2-19 is deleted.

2.

The asterisk that was added by Update 6-G at the end of
the first partial sentence of the first partial paragraph
in the subsection entitled "Selection of engagements" on
page 2-19 of the SECPS Manual is tb be moved next to
the word "practice" in that sentence.

3.

A
double asterisk is to be placed at the end of the
first partial sentence of the first partial paragraph in
the subsection entitled "Selection of engagements" on
page 2-19 of the SECPS Manual,
and the following
footnote is added at the end of that page:

**

The Government Auditing Standards issued by the
Comptroller General of the United States require that
a CPA firm conducting audits that are subject to
those standards have an independent review of its
quality control system once every three years and
that the review include a review of at least one
engagement that is
subject to those
standards.
Accordingly, the peer review should include at least
one engagement that is subject to the Government
Auditing Standards if the peer review is intended to
meet the requirements of those standards.

(Approved by the peer review committee May 12, 1989.)

7/89

Update 11-A
April 1990
Page 1 of 1

Revision to the Organizational
Structure and Functions of the SECPS
Regarding the Timing of Peer Reviews

PLEASE MAKE REFERENCE TO THIS UPDATE 11-A NEXT TO APPENDIX C ON
PAGE 1-23 OF THE SECPS MANUAL (1986 EDITION)
Appendix C on page 1-23 of
revised to read as follows:

the

SECPS

Manual,

as

updated,

is

The executive committee has determined that a member firm must
have its initial peer review completed within one year from the
date the firm joins the section except as indicated below:
•

If
a
firm
is
joining
the
section
pursuant
to
the
requirements of Section 2.3.5 of the AICPA's bylaws and was
a member of the private companies practice section (PCPS)
on January 8, 1990 but had not been reviewed under the
auspices
of
the
PCPS
by
that
date,
a
condition
of
acceptance will be that the firm maintain its peer review
schedule
established
in
connection
with
its
PCPS
membership.

•

If the
firm
is
joining the
section pursuant to the
requirements
of
section
2.3.5
of
the AICPA's
bylaws
and was not a member of the private companies practice
section
(PCPS)
on
January
8,
1990,
a
condition
of
acceptance will be that the firm complete its initial
SECPS
peer
review
by
September
30,
1991.
(This
provision is effective only for firms joining prior to
September 30, 1990.)

•

If the firm is joining the section as a result of an
agreement with the Securities
and Exchange
Commission
or another governmental
regulatory body
involving the
firm or its personnel,
a condition of acceptance will
be
that
the
peer
review work will
be
scheduled
to
start within ninety days of the firm's acceptance into
the section.

•

If
the
firm
has
undergone
a
peer
review under
the
auspices
of
the
private
companies
practice
section
performed prior to January 8, 1990 or a quality review
prior
to
that
date,
it
may defer
its
SEC
practice
section peer review until three years from the date of
such review provided that the following conditions are
met:
(1)
the report and letter of comments issued in
connection with such a review and the firm's response
thereto are
included
in the
firm's public
file,
and
(2)
any
voluntary
action
agreed
to
pursuant
to
the
operative
committee's consideration of that
review
is
satisfactorily completed.
This type of deferral will
be granted only once to the firm.

A member firm's subsequent peer reviews must be completed by the
end of the third calendar year following the calendar year that
included the previous year-end.
Although it is expected that a
firm ordinarily will not change its review year-end, a firm may
do so without the peer review committee's prior approval,
provided that the new review year-end is not beyond three months
of the previous review year-end and provided that the peer
review is completed in accordance with the requirement in the
preceding sentence.

(Approved by the executive committee March 8,

1990.)

Update 11-B
April 1990
Page 1 of 1

Elimination of the Requirement to
File an Annual Education Report with the
Division for CPA Firms

PLEASE MAKE REFERENCE TO THIS UPDATE 11-B
•
NEXT TO FOOTNOTE 1 ON PAGE 1-7
•
NEXT TO PARAGRAPH E ON PAGE 8-4
•
NEXT TO PARAGRAPH A ON PAGE 8-9
OF THE SECPS MANUAL (1986 EDITION)
(1)

Footnote number one on page 1-7 is revised to read as
follows:
See section 8 of this manual for additional information
about the continuing professional education requirement and
the manner in which compliance is to be measured.

(2)

Paragraph E on page 8-4 is revised to read as follows:
Any professional who has not participated in the required
number of continuing professional education hours during
any education year shall
have two months
immediately
following that period to make up the deficiency.
Any
continuing professional education hours claimed during the
two-month period to make up a deficiency may not also be
counted
toward
the
twenty-hour
requirement
of
the
educational year in which they are taken.
Further, any
continuing professional education hours claimed during the
two-month
period
to
make
up
any
deficiency
for
the
preceding three educational years may not also be counted
toward the one hundred twenty-hour requirement of any three
year period that does not include at least one of the
three-educational-year period for which the deficiency was
made up.

(3)

Paragraph A, on page 8-9 is deleted by action of the
Executive Committee.
(Approved by the executive committee December 11,

1989.)

Division for CPA Firms
American Institute of Certified Public Accountants

1211 Avenue of the Americas
New York, NY. 10036-8775
(212) 575-6200
Facsimile: (212) 575-3846

April 1990

To the Managing Partners of SEC
Practice Section Member Firms
Update No.

11 to the SECPS Peer Review Manual (1986 Edition)

Enclosed are the updates to the SECPS loose-leaf
manual.
Separate filing instructions are attached.

peer

review

The following is a description of the major changes reflected in
these materials:
•

Team Captain Checklist - A change has been made to ease the
requirement to consult with the Quality Review Division on
CART reviews when the reviewed firm agrees with the team
captain regarding the actions to be taken on a substandard
engagement.
This
policy
is
now
consistent
with
the
consultation policy on non-CART SECPS peer reviews.

•

Engagement Review Checklists - These checklists have been
revised and updated for new pronouncements and should be
used for peer reviews beginning on or after May 1, 1990.

•

Audit
Engagement
Supplements
A
supplement
to
the
"Checklist
for Review of Audit Engagements"
has
been
developed for use on reviews of bank audit engagements.
This supplement is included as an additional section in the
manual.

•

Other Matters
Update
11-A:
The
Executive
Committee
has
developed
guidelines for the timing of the initial peer review of
firms
that
are
joining SECPS because
they
audit SEC
registrant clients.
Update
11-B: The Section's membership requirements were
amended to delete the requirement that an annual education
report be filed with the section after the completion of
the education year.

Please call or write if you have any questions about Update 11.

Sincerely,

Dale E. Rafal, CPA
Vice President
Quality Review

DER/vaz
Enclosures
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Instructions for filing Update No. 11 to
SECPS Peer Review Manual (1986 Edition)

The following materials in the 1986 loose-leaf manual should be
removed
and
replaced
with
the
contents
of
this
package,
according to the following file instructions:

Title Page

• Remove the title page and replace
with the enclosed title page.

Team Captain Checklists

• Remove pages TC-7 and TC-8 and
replace with the enclosed pages
TC-7 and TC-8.
• Remove pages TC-23 through TC-27
and
replace with the
enclosed
pages TC-23 through TC-27
• Remove page TC-35
and
replace
with the enclosed pages TC-35 and
TC-36.

• Remove pages NC-21 and NC-22 and
replace with the enclosed pages
NC-21 and NC-22.
• Remove page NC-33
and
replace
with the enclosed pages NC-33 and
NC-34.

Peer Review
Program Guidelines
Section 1

• Remove pages
1-5
and
1-6
and
replace with the
enclosed pages
1-5 and 1-6.
• Remove pages
replace with
1-9 and 1-10.

1-9
and
1-10 and
the enclosed pages

Exhibit B

• Remove pages SAE-1 through SAE-66
and
replace with
the
enclosed
pages SAE-1 through SAE-79.

Exhibit C

• Remove pages SRS-1 through SRS-21
and
replace with the
enclosed
pages SRS-1 through SRS-21.

Exhibit D

• Remove pages SCS-1 through SCS-19
and
replace with the
enclosed
pages SCS-1 through SCS-19.
-1-

Engagement Review
Checklists
Audit Engagement
Checklist

• Remove pages AE-1
through AE-50
and
replace with the
enclosed
pages AE-1 through AE-50.

Governmental Checklist

• Remove pages GE-1 through GE-56
and replace with the
enclosed
pages GE-1 through GE-63.

Not-For-Profit Checklist

• Remove pages NE-1
through NE-48
and
replace with the
enclosed
pages NE-1 through NE-53.

Audit Engagement
Supplements

• Insert
the
enclosed
’’Audit
Engagement Supplements"
tabsheet
and
pages
BE-1
through
BE-11
immediately preceding
the Comp
ilation
Engagement
Checklist
section of the manual.

Compilation Engagement
Checklist

• Remove pages
CS-1
through CS-26
and
replace with the
enclosed
pages CS-1 through CS-24.

Review Engagement
Checklist

• Remove pages
RS-1
through RS-28
and replace with the
enclosed
pages RS-1 through RS-28.

Other Natters

• Table of
Contents:
Remove page
OM-2A
and
replace
with the
enclosed page OM-2A.
Update
11-A
and
11-B:
These
updates
should
be
filed
immediately after update
10-D.
Reference
to
these
updates
should be made in the
6" X 9"
SECPS Manual
according
to
the
instructions
included with the
updates.
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Division for CPA Firms
American Institute of Certified Public Accountants

1211 Avenue of the Americas
New York, N.Y. 10036-8775
(212) 575-6200

August 1989
To the Managing Partners of
SEC Practice Section Member Firms
Update 10 to the SECPS Peer Review Manual (1986 Edition)

Enclosed are updates to your SECPS loose-leaf manual.
filing instructions are attached.

Separate
/

The following is a description of the major changes reflected in
these materials:

•

The existing requirement for a peer reviewer to perform
specified procedures with respect to new SEC engagements,
where the former auditor resigned or where a disagreement
was discussed in the filing reporting the change in
auditor, has been expanded to include SEC engagements where
such filings describe a "reportable event" as defined in
item 304(a)(1)(v) of SEC Regulation S-K.
(See Revised
Update 2.)

•

The standard form of letter for reporting the cessation of
the client-auditor relationship with an SEC registrant
directly to the SEC has been revised to include a more
specific address at the SEC. (See Revised Update 9.)

•

The Section’s annual reporting requirements were revised to
require member firms (a) to break out MAS fees, expressed
as a percentage of total gross fees, between those from SEC
clients and those from all other clients, and (b) to report
gross fees for MAS, tax, and accounting and auditing
services performed for SEC clients, expressed
as
a
percentage of total fees charged to all SEC clients, and
the number of clients that receive each such type of
service.
(See Update 10-A.)

•

The SECPS Executive Committee adopted new guidelines for
the Quality Control Inquiry Committee (formerly known as
the Special Investigations Committee) dealing with federal
or state governmental agency lawsuits involving regulated
financial institutions that are not "SEC clients," as
defined.
(See Update 10-B.)
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•

The peer review standards were amended, effective for
reviews beginning on or after August 1, 1989, to allow an
individual to serve as team captain on three successive
reviews of the same firm.
(See Update 10-C.)

•

The peer review standard requiring a reviewer to review an
engagement subject to the Single Audit Act of 1984 has been
replaced by a footnote reminding reviewers and reviewed
firms that any review that is performed with the intention
of satisfying the requirements of Government Auditing
Standards should include at least one engagement subject to
those standards in the scope of the review. (See Update
10-D.)

The enclosed materials have also been updated to incorporate new
references to the Code of Professional Conduct issued in 1988
and other new pronouncements, the renaming of the AICPA Quality
Control Review Division (now known as the AICPA Quality Review
Division), and the renaming of the Special Investigations
Committee (now known as the Quality Control Inquiry Committee).
They have also been revised to reflect amendments made in the
SECPS membership requirements and other changes made in the peer
review standards during 1988 that became effective in 1989.
These amendments and changes are described in updates to the
SECPS Peer Review Manual which are already included in the Other
Matters section of the manual.

Please call or write if you have any questions about Update 10.
Sincerely,

Dale E. Rafal, CPA
Vice President
Quality Review
der/

Enclosures
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Instructions for Filing Update No. 10 to
SECPS Peer Review Manual (1986 Edition)

Certain materials in the 1986 loose-leaf manual should be removed
and replaced with the contents of this package, according to the
following filing instructions:
Title Page

•

Remove the Title Page and
replace with the enclosed
Title Page.

Team Captain Checklist

•

Remove the
cover
sheet
entitled
Team
Captain
Checklists and replace with
the enclosed cover sheet
entitled
Team
Captain
Checklists.

•

Remove pages TC-1 through
TC-35 and replace with the
enclosed
TC-1
through
TC-35.

•

Remove pages NC-1 through
NC-33 and replace with the
enclosed pages NC-1 through
NC-33.

Instructions to Reviewers

•

Remove pages IR-3 through
IR-17 and replace with the
enclosed pages IR-3 through
IR-18.

Instructions to Firms

•

Remove pages IF-1 to IF-9
and
replace
with
the
enclosed • pages
IF-1 to
IF-9.

Peer Review Program Guidelines

•

Remove pages 1-5 and 1-6
and
replace
with
the
enclosed pages 1-5 and 1-6.

•

Remove pages 1-13 and 1-14
and
replace
with
the
enclosed pages 1-13 through
1-15.

•

Remove pages 2-7 and 2-8
and
replace
with
the
enclosed pages 2-7 and 2-8.
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Peer Review Program Guidelines
(continued)

•

Remove pages 2-19 through
2-25 and replace with the
enclosed pages 2-19 through
2-26.

•

Remove pages 4-13 and 4-14
and
replace
with
the
enclosed
pages 4-13 and
4-14.

•

Remove pages F-l through
F-10 and replace with the
enclosed pages F-1 through
F-12.

Compiled Statement Checklist

•

Remove
page
replace with
page CS-23.

Reviewed Statement Checklist

•

Remove
page
RS-25
and
replace with the enclosed
page RS-25.

Reviews of Firms With No
A&A Practice

•

Remove
page
NP-1
and
replace with the enclosed
page NP-1.

•

Remove
page
NP-5
and
replace with the enclosed
page NP-5.

Guide for Performing an
Inspection

•

Remove pages IG-35 through
IG-39 and replace with the
enclosed
pages
IG-35
through IG-39.

Writing Letters of Comments
and Letters of Response

•

Remove pages LR-3 and
and
replace
with
enclosed pages LR-3
LR-4.

Other Matters

•

Table of Contents: Remove
pages OM-1 and OM-2 and
replace with the enclosed
OM-1 and OM-2.

•

Insert
OM-2A
OM-2.
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CS-23
and
the enclosed

LR-4
the
and

the enclosed page
immediately
after

Other Matters
(continued)

•

Remove pages OM-5 through
OM-10 and replace with the
enclosed pages OM-5 through
OM-IO.

•

Revised Update 1-A: Remove
Update 1-A dated May 1986
and replace it with the
enclosed Revised Update 1-A
dated July 1989.

•

Revised Update 2: Remove
Revised
Update
2 dated
March 1987 and replace it
with the enclosed Revised
Update 2 dated July 1989.

•

Revised Update 6-B: Remove
Update 6-B
. dated April
1988 and replace it with
the enclosed Revised Update
6-B dated July 1989.

•

Revised Update 9: Remove
Update 9 dated March 1989
and replace it with the
enclosed Revised Update 9
dated July 1989.

•

Updates 10-A through 10-D:
These updates should
be
filed
immediately
after
Revised Update 9.
Refer
ence
to
these
updates
should be made in the 6" x
9” SECPS Manual according
to
the
instructions
included with the updates.
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Division for CPA Firms
American Institute of Certified Public Accountants

1211 Avenueof the Americas
New York, N.Y. 10036-8775
(212) 575-6200

March 17, 1989

To the Managing Partners of
SEC Practice Section Member Firms

Update 9 to the SECPS Peer Review Manual (1986 Edition)

Enclosed is an update to your SECPS loose-leaf peer review manual.
Separate filing instructions are attached.
The following is a
description of the update.
Update 9

This update reflects the adoption of a membership requirement for
SECPS member firms to provide for a direct notification to the Chief
Accountant
of the Securities and Exchange Commission when the
auditor-client relationship with an SEC registrant ceases. The new
membership requirement, which becomes effective May 1, 1989, directs
the member firm to send the former client a letter confirming the
cessation of the client-auditor relationship with a simultaneous copy
to the Chief Accountant by the end of the fifth business day
following the member firm’s determination that the client-auditor
relationship has ended.
Please call or write if you have any questions.

Sincerely,

Arthur J. Renner, CPA
Director
SEC Practice Section

AJR:cw
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Instructions for Filing Update No. 9 to
SECPS Peer Review Manual (1986 Edition)
Certain materials in the 1986 loose-leaf manual should be removed and
replaced
with the contents of this package, according to the
following filing instructions:

Other Matters

•

Table
of
Contents - Remove
pages OM-1 and OM-2 and replace
with the enclosed pages OM-1
and OM-2.

•

Update 9 - This update should
be
filed
immediately
after
Update 8.
Reference to this
update should be made in the 6"
x 9” SECPS Manual according to
the instructions included with
the update.

AICPA DIVISION FOR CPA FIRMS

SEC PRACTICE SECTION PEER REVIEW MANUAL
TABLE OF CONTENTS—OTHER MATTERS

Supplementary Information

Subject

Page

Current Fee Schedule of Committee-Appointed Review Teams

OM-3

SEC Practice Section Dues

OM-4

Guidelines for Testing Compliance with MAS Membership
Requirements

OM-5

Sample MFC Form

OM-11

Instructions for Use of MFC Forms

OM-12

Updates to SECPS Peer Review Manual
Subject

Update
Number

Amended Definition of Accounting and Auditing Practice

1-A

Qualifications for Service as a Team Captain

1-B

Revisions to Standards for Performing and Reporting on
Peer Reviews

2

Revision of the Annual Reporting Requirements

3-A

Membership Requirement Regarding Communications With
Audit Committees or Boards of Directors of SEC Clients

3-B

Rescission of Membership Requirement IV.3(n)

3-C

Amended Definition of an SEC Engagement

3-D

Modification of the Engagement Selection Criteria

3-E

Amendment to the Committee’s Administrative Procedures
Regarding Consideration of Reports

3-F

Revisions to the Administrative Procedures Clarifying the
SECPS Peer Review Committee’s Authority to Approve the
Selection of Reviewers

3-G

Revision of the CPE Requirement Regarding Credit
Given for Individual Study

3-H

Revisions to the Peer Review Standards Regarding
the Wording of Qualified Reports

4-A

3/89
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Division for CPA Firms
American Institute of Certified Public Accountants

1211 Avenue of the Americas
New York, N.Y. 10036-8775
(212) 575-6200

October 1988

To the Managing Partners of
SEC Practice Section Member Firms
Update 8 to SECPS Peer Review Manual (1986 Edition)
Enclosed are updates to your SECPS loose-leaf peer review manual.
Separate filing instructions are attached.
The following is
a description of the updates.

Team Captain Checklists
The team captain checklists have been changed to reflect the
revision made in the standards regarding scope considerations
(see Update 8 below).

Peer Review Program Guidelines
The summary checklists have been expanded to include additional
questions asked on the revised engagement checklists.
The
checklists should be used for peer reviews beginning on or
after October 31, 1988.

Engagement Checklists
The
engagement
checklists
were
revised
to
reflect
new
pronouncements.
The checklists should be used for peer reviews
beginning on or after October 31, 1988.
Other Matters

Peer Review Fees
The SECPS Peer Review Committee has approved an increase in
the rates to be paid reviewers serving on committee-appointed
review teams that begin field work on or after January 1, 1989.
The category of reviewers' rates paid to reviewers serving
on reviews of firms with 1-19 professional staff has been divided
into
two
categories:
1-5
professional
staff
and
6-19
professional staff.

Revised Update 7-A

This update has been revised to include the second sentence
in the first paragraph on page 2 of 3 of Update 7-A that begins
with "Similarly,..." which was erroneously omitted in Update
7-A dated August 1988.
G00492

SECPS Member Firms
October 1988
Page 2
Update 8
The
Standards
for
Performing and Reporting on Peer Reviews
regarding the scope of the review has been revised to require
a review team or reviewed firm to consult with the Committee
before
the
review
begins
if
the
reviewed
firm has
had
a
significant acquisition of another practice or a portion thereof,
or a divestiture of a significant portion of its practice,
during or subsequent to its review year.

Please
8.

write

or

call

Sincerely,

Dale E. Rafal, CPA
Director
Quality Review Division
Enclosures

if

you

have

any

questions

about

Update

1

Instructions for Filing Update No. 8 to
SECPS Peer Review Manual (1986 Edition)

Certain materials in the 1986 loose-leaf manual should be removed
and replaced with the contents of this package, according to the
following filing instructions:

Title Page

•

Remove
the
Title
Page
and
replace with the enclosed Title
Page.

Team Captain Checklist

•

Remove pages TC-1 and TC-2 and
pages
TC-7
through
TC-9
and
replace with the enclosed pages
TC-1 and TC-2 and pages TC-7
through TC-9.
Remove pages NC1
and
NC-2
and
pages
NC-7
through NC-9 and replace with
the enclosed pages NC-1 and NC2 and pages NC-7 through NC-9.

Peer Review Program
Guidelines

•

Exhibit B - Remove pages

•

Exhibit C - Remove pages SRS-1

SAE-1
through SAE-71 and replace with
the
enclosed
pages
SAE-1
through SAE-66.

through SRS-21 and replace with
the
enclosed
pages
SRS-1
through SRS-21.

•

Exhibit D - Remove pages SCS-1
through SCS-19 and replace with
the
enclosed
pages
SCS-1
through SCS-19.

Audit Engagement Checklist

•

Remove pages AE-1 through AE-46
and replace with the enclosed
pages AE-1 through AE-50.

Governmental Checklist

•

Remove pages GE-1 through GE-60
and replace with the enclosed
pages GE-1 through GE-56.

Not-For-Profit Checklist

•

Remove pages NE-1 through NE-50
and replace with the enclosed
pages NE-1 through NE-48.

Compilation Engagement
Checklist

•

Remove pages CS-1 through CS-26
and replace with the enclosed
pages CS-1 through CS-26.

Review Engagement Checklist

Other Matters

Remove pages RS-1 through RS-28
and replace with the enclosed
pages RS-1 through RS-28.

•

Table of Contents - Remove
pages OM-1 and OM-2 and replace
with the enclosed pages OM-1
and OM-2.
Peer Review Fees and SECPS
Dues - Remove pages OM-3 and
OM-4
and
replace
with
the
enclosed pages OM-3 and OM-4.

Revised Update 7-A - Remove
update 7-A dated August 1988
and replace with the enclosed
Revised
Update
7-A
dated
October 1988.

•

Update 8 - This update should
be
filed
immediately
after
Update 7-B.
Reference to this
update should be made in the 6"
x 9" SECPS Manual according to
the instructions included with
the update.
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Division for CPA Firms
American Institute of Certified Public Accountants

1211 Avenue of the Americas
New York, N.Y. 10036-8775
(212) 575-6200

August 1988

To the Managing Partners of
SEC Practice Section Member Firms
Update 7 to SECPS Peer Review Manual (1986 Edition)

Enclosed are updates to your SECPS loose-leaf peer review manual.
Separate filing instructions are attached.
The following is a
description of the updates.
Writing Letters of Comments and Letters of Response
The first illustration of a comment relating to supervision in the
Suggestions for Writing Letters of Comments has been revised to more
clearly describe the implications of the finding for the firm's
system.

Other Matters
Update 7-A

This update amends the concurring partner review requirement in
response to recommendations of the National Commission on Fraudulent
Financial Reporting.
Effective for audits of periods beginning on
or
after January 1,
1989,
the
amended
requirement provides
additional
guidance
on the
appropriate qualifications
for a
concurring reviewer, the reviewer's role in the engagement, the
nature, extent and timing of the review, and the firm's policy for
ensuring that the concurring review accomplishes its objectives.
Update 7-B

This update amends the peer review standards to require that revised
peer review documents be received by the committee's staff within 30
calendar days after a committee meeting, unless the firm has SEC
clients, in which case the revised documents must be received within
10 business days after the committee meets.
If the revised
documents are not received within that timeframe, they will be
deferred and will receive consideration at the subsequent committee
meeting.

Please write or call if you have any questions about Update 7.
Sincerely,

Arthur J. Renner, CPA
Director
SEC Practice Section
Encls.
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Instructions for Filing Update No. 7 to
SECPS Peer Review Manual (1986 Edition)

Certain materials in the 1986 loose-leaf manual should be removed
and replaced with the contents of this package, according to the
following filing instructions:

Title Page

•

Remove
the
Title
Page
and
replace with the enclosed Title
Page.

Writing Letters of Comments
and Letters of Response

•

Remove
pages
LC-21 and
LC-22
and replace with the enclosed
pages LC-21 and LC-22.

Other Matters

•

Table

of Contents - Remove
pages OM-1 and OM-2 and replace
with the enclosed pages OM-1
and OM-2.

7-A and 7-B - These
updates
should
be
filed
immediately
after
Update
6.
Reference
to
these
updates
should be made in the 6" x 9"
SECPS Manual according to the
instructions included with the
updates.

Updates

Division for CPA Firms
1211 Avenue of the Americas
New York, N. Y. 10036-8775

American Institute of Certified Public Accountants

April 1988

To the Managing Partners of
SEC Practice Section Member Firms

Update 6 to SECPS Peer Review Manual (1986 Edition)
Enclosed are updates to your SECPS loose-leaf peer review manual.
Separate filing instructions are attached.
The following is a
description of the updates.

Team Captain Checklists
These
checklists
have
been
expanded
guidance for performing peer reviews.

to

include

additional

Reviews of Quality Control Materials
This document has been developed to provide additional guidance
regarding reviews of quality control materials developed for sale
or distribution to accounting firms.
It also contains guidance
to firms using these materials.
[See Updates 6-D through 6-F.]

Other Matters
Revised Update 3-B

This revised update provides that early application of SAS No.
61,
"Communications With Audit Committees" combined with the
reporting of MAS services and related fees to audit committees or
the board of directors will be deemed to be compliance with the
section's membership requirement for such communications.
It
also provides for the recission of membership requirement IV.3(p)
and the reinstitution of IV.3(j) upon the effective date of SAS
No. 61.
Revised Update 3-D
This updates the exemptions provided to certain’ entities under
the
Exchange
Act
of
1934,
and,
accordingly,
the
section's
definition of an SEC engagement.

Revised Update 3-E
This update requires the review team to select one or more
engagements performed during the peer review year or subsequently
in connection with a filing under the Securities Act of 1933.
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SECPS Member Firms
April 1988
Page 2
Update 6-A
This update revises the peer review timing guidelines to allow a
firm that has not been a member during the last four years to
have a full year from its admission to undergo its peer review.
However, it requires a firm that joins the section as a result of
an agreement with a governmental regulatory body to undergo a
peer review within 90 days of admission.
Update 6-B
This update
requires
that,
effective for
peer review years
beginning on or after January 1, 1988, all firms provide the
review team with a listing of the names of new SEC clients (1)
for which there was a predecessor accountant or auditor, and (2)
for which the reviewed firm's first report on accounting and
auditing services related to a period that ended during the
reviewed firm's peer review year.
It further requires that
greater weight be given to those offices that have the most such
SEC engagements in the selection of offices for review.

Update 6-C
This update revises the peer review standards to state that
noncompliance with quality control policies and procedures that
are
less
critical
to
assuring
conformity
with
professional
standards (e.g., in the personnel areas) may also be reportable
in a letter of comments.

Update 6-G

This update requires a review team to consult with the committee
when it believes that the engagements selected for review do not
provide a reasonable cross section of the firm's accounting and
auditing practice due to the specific engagement criteria set
forth in the Standards.

Please call the Quality Control Review Division at
or write if you have any questions about Update 6.

Sincerely,

George R. Dick, CPA
Vice President
Review and Regulation

Encls.

212/575-6650

Instructions for Filing Update No. 6 to
SECPS Peer Review Manual (1986 Edition)
Certain materials in the 1986 loose-leaf manual should be removed
and replaced with the contents of this package, according to the
following filing instructions:

Title Page

•

Remove
the
Title
Page
and
replace with the enclosed Title
Page.

Table of Contents

•

Remove the Table of Contents
page
and
replace
with
the
enclosed
Table
of
Contents
page.

Team Captain Checklists

•

Remove pages TC-1 through TC-33
and pages NC-1 through NC-25
and replace with the enclosed
pages TC-1 through TC-35 and
pages NC-1 through NC-33.

Reviews of Quality Control
Materials

•

Insert the enclosed "Reviews of
Quality
Control
Materials"
tabsheet, the cover sheet and
pages
QCM-i
through
QCM-18
immediately
preceding
the
"Reviews of Firms With No A & A
Practice"
section
of
your
manual.

Other Matters

•

Table of Contents - Remove
pages OM-1 and OM-2 and replace
with the enclosed pages OM-1
and OM-2.

•

Revised

Update

3-B

-

Remove

Update 3-B dated March 1987 and
replace
with
the
enclosed
Revised Update 3-B dated April
1988.

Revised Update 3-D - Remove
Update 3-D dated March 1987 and
replace
with
the
enclosed
Revised Update 3-D dated April
1988.

•

1

•

Revised Update 3-E - Remove
Update 3-E dated March 1987 and
replace
with
the
enclosed
Revised Update 3-E dated April
1988.

•

Updates 6-A through 6-G - These
updates
should
be
filed
immediately after Update
5.
Reference
to
these
updates
should be made in the 6" x 9"
SECPS Manual according to the
instructions included with the
updates.
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Division for CPA Firms_________________

AICPA American Institute of Certified Public Accountants
October 1987

1211 Avenue of the Americas
New York, NY 10036-8775
(212) 575-6446

To the Managing Partners of
SEC Practice Section Member Firms

Update 5 to the SECPS Peer Review Manual (1986 Edition)
Enclosed is an update to your SECPS loose-leaf peer review manual.
Separate filing instructions are attached.
The following is a
description of the update.

Update 5
This
update
reflects
an
amendment
to
the
language
governing
nominations to the SEC Practice Section executive committee.
At its Fall 1987 meeting, the AICPA Council approved a resolution,
which had the
support of
the
Institute's Board of Directors,
changing the language governing the nominations process to the
SEC Practice Section executive committee.
Rather than providing
specific criteria in terms of a number of SEC clients that will
result in a firm's representation on the committee, the amended
language
requires
the
nominations
process
to
give
appropriate
recognition to the focus of the SECPS on practice before the
Securities and Exchange Commission.

In addition,
a revised Update
4-A is enclosed.
corrects an error in the references provided earlier.
Please call or write if you have any questions.
Sincerely,

Arthur
. Renner, CPA
Director
SEC Practice Section

AJR:cw
Enclosures

The

revision

Instructions for Filing Update No. 5 to
SECPS Peer Review Manual (1986 Edition)
Certain materials in the 1986 loose-leaf manual should be removed
and replaced with the contents of this package, according to the
following filing instructions:

Title Page

• Remove
the
Title
Page
and
replace it with the enclosed
Title Page.

Other Matters

• Table

of Contents - Remove
pages
OM-1
and
OM-2
and
replace
with
the
enclosed
pages OM-1 and OM-2.

• Revised Update 4-A - Remove
Update 4-A dated August 1987
and
replace
it
with
the
enclosed Revised Update 4-A
dated October 1987.

• Update 5 - This update should
be
filed
immediately
after
Update
4-E.
Reference
to
this update should be made in
the
6"
x
9"
SECPS
Manual
according
to
the
instruc
tions
included
with
the
update.

Division for CPA Firms________________

AICPA American Institute of Certified Public Accountants

1211 Avenue of the Americas
New York, NY 10036-8775
(212) 575-6446

August 1987

To the Managing Partners of
SEC Practice Section Member Firms

Update 4 to SECPS Peer Review Manual_ (1986 Edition)
Enclosed are updates to your SECPS loose-leaf peer review manual.
Separate filing instructions are attached.
The following is a
description of the updates.

Instructions to Reviewers
These instructions have been revised to direct reviewers to
consider expanding the scope of a peer review if the review team
concludes that there was a significant failure by the reviewed
firm to reach an appropriate conclusion on the application of
professional standards.
(Update 4-B reflects a similar change to
the peer review standards.)

Peer Review Program Guidelines
The Summary Checklist for Reviews of Audit Engagements has been
expanded to include the questions asked on the governmental and
not-for-profit checklists.

Engagement Review Checklists
The governmental audit engagement checklist has been revised and
updated to reflect new pronouncements.
In addition, a new
checklist has been developed for use in reviewing audits of notfor-profit organizations.

Guidance for Performing an Inspection
This guide has been revised to reflect membership requirement
IV.3(p) regarding documentation of annual communications with the
audit committee or, if necessary, the board of directors of each
SEC audit client.

Writing Letters of Comments
This program has been revised to reflect the changes made to a
peer review report qualified for deficiencies in the design of a
firm's system of quality control.
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Other Matters

Peer Review Fees and Surcharge
The SECPS Peer Review Committee has approved a modest increase in
the rates to be paid to reviewers serving on committee-appointed
review teams that begin field work on or after September 1, 1987.

Updates 4-A and 4-C
These two updates reflect the following changes:

• The language in the sample peer review report that is
qualified for deficiencies in the design of a firm's
quality control system has been amended.
• The sample report on reviews of the administrative
procedures of an association's peer review program
has been revised to require a reviewer to include a
reference to the letter of comments, when applicable.
Update 4-D
The section's organizational document has been revised to permit
an increase in the number of individuals that may serve on the
SECPS Peer Review Committee.
This change was approved by the
AICPA Council at its May 1987 meeting.
Update 4-E

This
update
Organization,
Committee."

reflects
important
and Operations of

revisions
to
"Objectives,
the Special
Investigations

Please call or write if you have any questions about Update 4.
Sincerely,

Dale E. Rafal, CPA
Director
Quality Control Review

der/dmg
Enclosures

Instructions for Filing Update No. 4 to
SECPS Peer Review Manual (1986 Edition)
Certain materials in the 1986 loose-leaf manual should be removed
and replaced with the contents of this package, according to the
following filing instructions:
•

Remove
the
Title
Page
and
replace it with the enclosed
Title Page.

Instructions to Reviewers

•

Remove pages IR-15 through IR17
and
replace
with
the
enclosed pages IR-15 through
IR-17.

Peer Review Program
Guidelines

•

Remove pages SAE-1 through SAE37
and
replace
with
the
enclosed pages SAE-1 through
SAE-71.

Governmental Checklist

•

Remove pages GE-1 through GE-46
and replace with the enclosed
pages GE-1 through GE-60.

Not-for-Profit Checklist

•

Insert the enclosed "Not-forProfit Checklist" tabsheet and
pages NE-1 through NE-50 imme
diately preceding the "Compiled
Statement Checklist" section of
your manual.

Guidance for Performing an
Inspection

•

Remove pages
IG-5 and
IG-35
through IG-41 and replace with
the enclosed pages IG-5 and IG35 through IG-39.

Writing Letters of Comments
and Letters of Response

•

Remove pages LC-21 and LC-22
and replace with the enclosed
pages LC-21 and LC-22.

Other Matters

•

Table of Contents - Remove
pages OM-1 and OM-2 and replace
with the enclosed pages OM-1
and OM-2.

•

Peer
Review
Fees
and
Sur
charge - Remove pages OM-3 and

Title Page

OM-4
and
replace
with
the
enclosed pages OM-3 and OM-4.
Updates

4-A through 4-E - These

updates
should
be
filed
immediately after Update 3-H.
Reference
to
these
updates
should be made in the 6" x 9"
SECPS Manual according to the
instructions included with the
update.

Division for CPA Firms________________

AICPA American Institute of Certified Public Accountants

1211 Avenue of the Americas
New York, NY 10036-8775
(212) 575-6446

April 1987
To the Managing Partners of
SEC Practice Section Member Firms
Update 3 to SECPS Peer Review Manual (1986 Edition)

Enclosed are updates to your SECPS loose-leaf peer review manual.
Separate filing instructions are attached.
The following is a
description of the updates.

Team
Captain
Checklists, _ Instructions
Instructions to Reviewed Firms

to__ Reviewers,

and

These checklists and instructions have been revised to reflect
the amendments made in the requirement that
reviewers identify
all SEC engagements accepted since the end of the last peer
review where, as reported in a Form 8-K or similar public filing,
the former accountant resigned or there was a reported disagree
ment.
The revisions (1) establish a January 1, 1986, starting
date for the requirement, (2) include resignations or disagree
ments reported in documents filed with the
Federal Home Loan
Bank Board and that are available to the successor auditor (even
though these documents are not public filings), (3) provide
guidance on the meaning of "similar public filings" by identi
fying three specific federal regulatory agencies that have "simi
lar public filings," and (4) require the reviewer to determine
whether any opinions on the application of generally accepted
accounting principles were rendered to the entity prior to accep
tance and, if so, whether such opinions were issued pursuant to
the firms policies and procedures relating to the issuance of
such opinions.
The amended requirement is included in the
enclosed Revised Update 2.

These checklists and instructions have also been revised to
reflect the review procedures that should be performed when a
reviewed firm uses quality control materials purchased from a
third party and to reflect certain other matters discussed later
in this letter.
Engagement Review Checklists
The checklists have been revised and updated for new pronounce
ments .
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Other Matters
(i)

Updates 3-A through 3-D
These updates reflect certain changes made in the Section's
membership requirements, including:

(ii,

•

An amendment in the SECPS definition of an SEC
engagement to conform with changes made in section
12(g) of the Exchange Act of 1934.
(Update 3-A)

•

The adoption of a new membership requirement re
garding communications with Audit Committees or
Boards of Directors of SEC clients, which you were
previously advised of by a letter dated December
30, 1986.
(Update 3-B)

•

The recission of membership requirement
IV.3(n)
regarding the rendering of opinions on the applica
tion of generally accepted accounting principles,
as a result of the issuance of SAS No. 50. (Update
3-C)

•

A clarification in the annual reporting require
ments concerning the manner in which a firm should
calculate the number of SEC clients for which it is
the principal auditor-of-record.
(Update 3-D)

Updates 3-E through 3-G
These updates reflect changes made in the SECPS peer review
and administrative procedures relating to:

•

The criteria for selection of engagements for peer
review, which now place more emphasis on engage
ments performed subsequent to the peer review year
end
in
connection
with
a
filing
under
the
Securities Act of 1933.
(Update 3-E)

•

The Peer Review Committee's requirements relative
to the review of summary review memoranda when
reports are being considered.
(Update 3-F)

•

The Peer Review Committee's approval of the selec
tion of reviewers, which now explicitly states that
the Committee may prohibit a reviewer from serving
on future review teams based on his/her performance
on prior peer reviews.
(Update 3-G)

-3-

(iii) Update 3-H
This update describes the nature and characteristics of
technology-based,
interactive
continuing
professional
education and the manner in which credit should be computed
for such courses.

Please call or write if you have any questions about Update 3.
Sincerely,

Dale E. Rafal, CPA
Director
Quality Control Review
der/
Enclosures

INSTRUCTIONS FOR FILING UPDATE 3 TO THE
SECPS PEER REVIEW MANUAL (1986 EDITION)
Team Captain Checklists

(i)

Remove pages TC-1 through TC-33
enclosed pages TC-1 through TC-33.

(ii)

Remove pages NC-7 and NC-8 and replace with the enclosed
pages NC-7 and NC-8.

(iii)

Remove pages NC-13 through NC-16 and
enclosed pages NC-13 through NC-16.

and

replace

replace

with

with

the

the

Instructions to Reviewers
Remove pages IR-1 through
pages IR-1 through IR-17.

IR-17 and

replace with the enclosed

Instructions to Firms Undergoing Peer Reviews

Remove pages IF-1 through
pages IF-1 through IF-9.

IF-9

and

replace

with

the

enclosed

Peer Review Program Guidelines

(i)

Cover Page
Remove cover page and replace with enclosed cover page.

(ii)

Instructions for Use of Peer Review Program Guidelines
Remove pages i through v and replace with enclosed pages i
through v.

(iii)

Section 1
• Remove pages
enclosed pages
• Remove pages
enclosed pages

(iv)

(v)

(vi)

(vii)

1-5 through 1-8 and replace
1-5 through 1-8.
1-13 and 1-14 and replace
1-13 and 1-14.

Section 2
Remove pages 2-7 through 2-21
enclosed pages 2-7 through 2-25.

and

replace

with

the

with

the

with

the

Exhibit B
Remove pages SAE-1 through SAE-32 and
enclosed pages SAE-1 through SAE-37.

replace

with

the

Exhibit C
Remove pages SRS-1 through SRS-15 and
enclosed pages SRS-1 through SRS-21.

replace with

the

Exhibit D
Remove pages SCS-1 through SCS-12 and
enclosed pages SCS-1 through SCS-19.

replace

with

the

Peer Review Program Guidelines (continued)
(viii) Exhibit E
Remove page
SMFC-1.
(ix)

SMFC-1

and

replace

with

the

enclosed

page

Exhibit F
• Remove pages F-3 and F-4 and replace with the enclosed
pages F-3 and F-4.
• Remove pages F-7 through F-10 and replace with the
enclosed pages F-7 through F-10.

Engagement Review Checklists

(i)

(ii)

(iii)

Audit Engagement Checklist
Remove pages
AE-1 through AE-38
enclosed pages AE-1 through AE-46.

and

replace

with

the

Compilation Engagement Checklist
Remove pages CS-1 through CS-22
enclosed pages CS-1 through CS-26.

and

replace

with

the

Review Engagement Checklist
Remove pages RS-1 through RS-24
enclosed pages RS-1 through RS-28.

and

replace

with

the

Guide for Performing Inspections
Remove pages IG-1 (cover page) through IG-38 and replace with the
enclosed pages IG-1 (cover page) through IG-41.

"Other Matters" Section of the Manual
(i)

Table of Contents
Remove page OM-1 and replace with the enclosed pages OM-1
and OM-2.

(ii)

Revised Update 2
Remove Update 2 dated October 1986 and replace with the
enclosed Revised Update 2 dated March 1987.

(iii)

Updates 3-A through 3-H
These updates should be filed immediately after Revised
Update 2.
Reference to these updates should be made in
the 6"x9" SECPS Manual according to the instructions
included with the update.
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Division for CPA Firms________________

AICPA American Institute of Certified Public Accountants

1211 Avenue of the Americas
New York, NY 10036-8775
(212) 575-6446

April 1987

To the Managing Partners of
SEC Practice Section Member Firms
Update 3 to SECPS Peer Review Manual (1986 Edition)

Enclosed are updates to your SECPS loose-leaf peer review manual.
Separate filing instructions are attached.
The following is a
description of the updates.
Team
Captain_ Checklists,__ Instructions
Instructions to Reviewed Firms

to__ Reviewers,

and

These checklists and instructions have been revised to reflect
the amendments made in the requirement that
reviewers identify
all SEC engagements accepted since the end of the last peer
review where, as reported in a Form 8-K or similar public filing,
the former accountant resigned or there was a reported disagree
ment.
The revisions (1) establish a January 1, 1986, starting
date for the requirement, (2) include resignations or disagree
ments reported in documents filed with the
Federal Home Loan
Bank Board and that are available to the successor auditor (even
though these documents are not public filings) , (3) provide
guidance on the meaning of "similar public filings" by identi
fying three specific federal regulatory agencies that have "simi
lar public filings,” and (4) require the reviewer to determine
whether any opinions on the application of generally accepted
accounting principles were rendered to the entity prior to accep
tance and, if so, whether such opinions were issued pursuant to
the firms policies and procedures relating to the issuance of
such opinions.
The amended requirement is included in the
enclosed Revised Update 2.

These checklists and instructions have also been revised to
reflect the review procedures that should be performed when a
reviewed firm uses quality control materials purchased from a
third party and to reflect certain other matters discussed later
in this letter.
Engagement Review Checklists
The checklists have been revised and updated for new pronounce
ments .
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Other Matters
(i)

Updates 3-A through 3-D
These updates reflect certain changes made in the Section's
membership requirements, including:

(ii,

•

An amendment in the SECPS definition of an SEC
engagement to conform with changes made in section
12(g) of the Exchange Act of 1934.
(Update 3-A)

•

The adoption of a new membership requirement re
garding communications with Audit Committees or
Boards of Directors of SEC clients, which you were
previously advised of by a letter dated December
30, 1986.
(Update 3-B)

•

The recission of membership requirement
IV.3(n)
regarding the rendering of opinions on the applica
tion of generally accepted accounting principles,
as a result of the issuance of SAS No. 50. (Update
3-C)

•

A clarification in the annual reporting require
ments concerning the manner in which a firm should
calculate the number of SEC clients for which it is
the principal auditor-of-record.
(Update 3-D)

Updates 3-E through 3-G
These updates reflect changes made in the SECPS peer review
and administrative procedures relating to:

•

The criteria for selection of engagements for peer
review, which now place more emphasis on engage
ments performed subsequent to the peer review year
end
in
connection
with
a
filing
under
the
Securities Act of 1933.
(Update 3-E)

•

The Peer Review Committee's requirements relative
to the review of summary review memoranda when
reports are being considered.
(Update 3-F)

•

The Peer Review Committee's approval of the selec
tion of reviewers, which now explicitly states that
the Committee may prohibit a reviewer from serving
on future review teams based on his/her performance
on prior peer reviews.
(Update 3-G)

-3(iii) Update 3-H
This update describes the nature and characteristics of
technology-based,
interactive
continuing
professional
education and the manner in which credit should be computed
for such courses.

Please call or write if you have any questions about Update 3.
Sincerely,

Dale E. Rafal, CPA
Director
Quality Control Review
der/
Enclosures

INSTRUCTIONS FOR FILING UPDATE 3 TO THE
SECPS PEER REVIEW MANUAL (1986 EDITION)
Team Captain Checklists

(i)

Remove pages TC-1 through TC-33
enclosed pages TC-1 through TC-33.

(ii)

Remove pages NC-7 and NC-8 and replace with the enclosed
pages NC-7 and NC-8.

(iii)

Remove pages NC-13 through NC-16 and
enclosed pages NC-13 through NC-16.

and

replace

replace

with

with

the

the

Instructions to Reviewers

Remove pages IR-1 through
pages IR-1 through IR-17.

IR-17 and

replace with the enclosed

Instructions to Firms Undergoing Peer Reviews
Remove pages IF-1 through
pages IF-1 through IF-9.

IF-9

and

replace

with

the

enclosed

Peer Review Program Guidelines
(i)

Cover Page
Remove cover page and replace with enclosed cover page.

(ii)

Instructions for Use of Peer Review Program Guidelines
Remove pages i through v and replace with enclosed pages i
through v.

(iii)

Section 1
• Remove pages
enclosed pages
• Remove pages
enclosed pages

(iv)

(v)

(vi)

(vii)

with

the

with

the

with

the

Exhibit B
Remove pages SAE-1 through SAE-32 and
enclosed pages SAE-1 through SAE-37.

replace with

the

Exhibit C
Remove pages SRS-1 through SRS-15 and
enclosed pages SRS-1 through SRS-21.

replace with

the

Exhibit D
Remove pages SCS-1 through SCS-12 and
enclosed pages SCS-1 through SCS-19.

replace

with

the

1-5 through 1-8 and replace
1-5 through 1-8.
1-13 and 1-14 and replace
1-13 and 1-14.

Section 2
Remove pages 2-7 through 2-21
enclosed pages 2-7 through 2-25.

and

replace

Peer Review Program Guidelines (continued)

(viii) Exhibit E
Remove page
SMFC-1.

(ix)

SMFC-1

and

replace

with

the

enclosed

page

Exhibit F
• Remove pages F-3 and F-4 and replace with the enclosed
pages F-3 and F-4.
• Remove pages F-7 through F-10 and replace with the
enclosed pages F-7 through F-10.

Engagement Review Checklists
(i)

(ii)

(iii)

Audit Engagement Checklist
Remove pages
AE-1 through AE-38
enclosed pages AE-1 through AE-46.

and

replace

with

the

Compilation Engagement Checklist
Remove pages CS-1 through CS-22
enclosed pages CS-1 through CS-26.

and

replace

with

the

Review Engagement Checklist
Remove pages RS-1 through RS-24
enclosed pages RS-1 through RS-28.

and

replace

with

the

Guide for Performing Inspections
Remove pages IG-1 (cover page) through IG-38 and replace with the
enclosed pages IG-1 (cover page) through IG-41.
"Other Matters" Section of the Manual
(i)

Table of Contents
Remove page OM-1 and replace with the enclosed pages OM-1
and OM-2.

(ii)

Revised Update 2
Remove Update 2 dated October 1986 and replace with the
enclosed Revised Update 2 dated March 1987.

(iii)

Updates 3-A through 3-H
These updates should be filed immediately after Revised
Update 2.
Reference to these updates should be made in
the 6"x9" SECPS Manual according to the instructions
included with the update.
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AICPA DIVISION FOR CPA FIRMS
SECPS PRACTICE SECTION PEER REVIEW MANUAL

TABLE OF CONTENTS—OTHER MATTERS
Supplementary Information
Subject

Page

Current Fee Schedule of Committee-Appointed
Review Teams

OM-3

SEC Practice Section Dues

OM-4

Guidelines for Testing Compliance with MAS
Membership Requirements

OM-5

Sample MFC Form

OM-11

Instructions for Use of MFC Forms

OM-12

Updates to SECPS Peer Review Manual

Update
Number

Subject

Amended Definition of Accounting and Auditing Practice

1-A

Qualifications for Service as a Team Captain

1-B

Revisions to Standards for Performing and Reporting
on Peer Reviews

2

Revision of the Annual Reporting Requirements

3-A

Membership Requirement Regarding Communications With
Audit Committees or Boards of Directors of SEC Clients

3-B

Rescission of Membership Requirement IV.3(n)

3-C

Amended Definition of an SEC Engagement

3-D

Clarification of the Engagement Selection Criteria

3-E

Amendment to the Committee's Administrative Procedures
Regarding Consideration of Reports

3-F

3/87

OM-1

Update
Number

Subject
Revisions to the Administrative Procedures Clarifying
the SECPS Peer Review Committee's Authority to
Approve the Selection of Reviewers

3-G

Revision of the CPE Requirement Regarding Credit
Given for Individual Study

3-H

3/87

OM-2

Division for CPA Firms

AICPA American Institute of Certified Public Accountants

1211 Avenue of the Americas
New York, NY 10036-8775
(212) 575-6446

October 1986

To the Managing Partners of
SEC Practice Section Member Firms
Update 2 to SECPS Peer Review Manual (1986 Edition)

Enclosed are updates to your SECPS loose-leaf peer review manual.
Separate filing instructions are attached.
The following is a
description of the updates.
Team
Captain
Checklists,
Instructions
Instructions to Reviewed Firms

to

Reviewers,

and

These checklists and instructions have been revised to reflect
the revisions made in Update 2.
Effective for peer review years
ending after January 31, 1987, this update requires a review team
to identify those SEC engagements accepted since the end of the
last peer review year (or for the year under review if the
reviewed firm has not previously undergone a peer review) where,
as reported in a Form 8-K or similar public filing, the former
accountant resigned (or declined to stand for reelection) or
a reported disagreement over any matter of accounting
there was
principles or practices, financial statement disclosure, or
auditing scope or procedure.
For such engagements, the review
team will be required to review (1)
the existing clientthe
matters
or
documentation
that
relates
to
acceptance
resignation or
procedures
that were
the
subject
of
the
disagreement and (2)
such current or prior periods' engagement
working papers, financial statements, or auditor's reports to the
extent considered necessary to be able to evaluate whether the
matters or procedures were handled appropriately.

Reviews of Firms with No A & A Practice
These instructions have been prepared to provide guidance to
firms with no accounting and auditing practice in obtaining an
exemption from the membership requirement for a triennial peer
review.
G00079
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Writing Letters of Comments and Letters of Response
In 1986, the peer review standards were revised to provide
reviewers and reviewed firms with better guidance on deciding
whether a matter should be included in the letter of comments
issued in connection with a peer review and for responding to
those letters.
To supplement that guidance, the enclosed sug
gestions have been developed.
Both documents include illus
trative examples that should be helpful to reviewers and firms.
Other Matters - Section Dues

SECPS dues for 1987 will be maintained at the 1986 level.
Reminder of New Membership Requirements
Two new membership requirements became effective in 1986.
two requirements are as follows:

These

1.

Effective January 1,
1986, all firms were required to
establish policies and procedures concerning the rendering of
opinions on the application of GAAP
(other than those
relating to the financial statements of an ongoing audit
client) ;
such policies and procedures should include a
discussion of the circumstances in which consultation is
required and the nature, timing and extent thereof, and the
procedures that should be followed in communicating with a
predecessor or continuing accountant (see membership require
ment IV.3[n]).

2.

Effective October 1, 1986, member firms should communicate to
all professional firm personnel, through a written statement
of firm philosophy, the broad principles that influence the
firm's
quality
control
and
operating
procedures
(see
membership requirement IV.3[o]).

If you have not already established policies or procedures for
the rendering of opinions or adopted a written statement of
philoso
phy as required, please do so immediately.

**********
Please call or write if you have any questions about Update 2 or
the new membership requirements.
Sincerely,

Dale E. Rafal, CPA
Director
Quality Control Review
der/dmg
Enclosures

Instructions for Filing Update No. 2 to
SECPS Peer Review Manual (1986 Edition)
The following materials in the 1986 loose-leaf manual should be
removed and replaced with the contents of this package, according
to the following filing instructions:
Team Captain Checklists

•

Remove pages TC-1 through TC31 and pages NC-1 through NC23
and
replace
with
the
enclosed
pages
TC-1
through
TC-33 and pages NC-1 through
NC-25.

Instructions to Reviewers

•

Remove
Instructions
to
Reviewers
cover
sheet
and
pages IR-1 through IR-17 and
replace
with
the
enclosed
pages IR-1 through IR-17.

Instructions to Firms

•

Remove pages IF-1 through IF-6
and replace with the enclosed
pages IF-1 through IF-9.

Governmental Checklist

•

Remove pages GE-5 and GE-6 and
replace
with
the
enclosed
pages GE-5 and GE-6.

Reviews of Firms with
No A & A Practice

•

Insert the
enclosed
"Reviews
of Firms With No A & A Prac
tice" tabsheet and pages pages
NP-1 through NP-5 immediately
preceding
the
"Guidance
for
Performing
an
Inspection"
section of your manual.

SIC Organizational Document

•

Remove and discard "SIC Organizational
Document"
tabsheet
and pages SC-1 through SC-12.

Writing Letters of Comments
and Letters of Response

•

Insert
the
enclosed "Writing
Letters
of
Comments
and
Letters of Response" tabsheet,
cover
sheet
and
pages
LC-1
through LC-33 and pages LR-1
through
LR-9
immediately
preceding the "Other Matters"
section of your manual.
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Other Matters

•

(i)
Table of Contents - Re
move
page
OM-1
and
replace
with the enclosed page OM-1.
(ii)
Section Dues - Remove
pages
OM-3
and
OM-4
and
replace
with
the
enclosed
pages OM-3 and OM-4.

(iii) Update 2 - This update
should
be
filed
immediately
after Update 1-B.
Reference
to this update should be made
in the 6" x 9" SECPS Manual
according to the instructions
included with the update.

Division for CPA Firms_________________

AICPA American Institute of Certified Public Accountants

1211 Avenue of the Americas
New York, NY 10036-8775
(212) 575-6446

ERRATUM

Update 2 to SECPS Peer Review Manual (1986 Edition)
Due to an error, the first line on page TC-23 of the SEC Practice Section Review
Team Captain Checklist that was included with Update 2 was not printed.
Please
substitute the attached pages TC-23 and TC-24 for pages TC-23 and TC-24 in your
update.

10/86

Division for CPA Firms________________

AICPA American Institute of Certified Public Accountants

1211 Avenue of the Americas
New York, NY 10036-8775
(212) 575-6446

For Reference

Do Not Take

May 1986

From the Library

UPDATE NO. 1 TO SECPS PEER REVIEW MANUAL (1986 EDITION)

Enclosed is the 1986 edition of the SECPS loose-leaf peer review manual, including
the 1986 revised edition of the 6”x9" SECPS Manual booklet.

The manual also contains Updates 1-A and 1-B, an amended definition of accounting
and auditing practice and revised qualifications for service as a team captain. It
is important that reference be made to these updates in the SECPS Manual.
Instructions for doing so are included with the updates, which have been filed
immediately after page OM-12 in the ’’Other Matters” section of the loose-leaf
manual.
Sincerely,

Arthur#. Renner, CPA
Director
SEC Practice Section

AJR/cpl
Encls.

017976

Instructions for Filing Material in Loose-leaf Binder

Loose-leaf Inserts

Place outside cover and spine inserts
into outside acetate pocket.

6"x9” SECPS Manual booklet

Place in inside front cover pocket.

Inside Cover Page and Remaining
Loose-leaf Material

Insert three hole-punched cover page
and place all tabsheets and remaining
loose-leaf materials behind cover page.

